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THE  great  value  of  Lord  Overstone's  writings, 
both  in  a  scientific  and  practical  point  of  view,  has 
been  often  acknowledged  by  the  highest  authorities, 
and  is  too  obvious  to  be  questioned  by  any  one 
entitled  to  form  an  opinion  upon  the  interesting  sub- 
jects of  which  they  treat.  Owing,  however,  to  their 
having  been  published  at  very  different  times  and  in 
very  different  ways,  in  pamphlets,  in  letters  to  the 
Editor  of  "  The  Times,"  and  as  evidence  before  Par- 
liamentary Committees,  their  collection  had  become 
all  but  impracticable,  and  there  was  every  prospect, 
unless  measures  were  taken  for  their  preservation,  that 
some  of  them  would  be  entirely  lost.  In  the  view  of 
preventing  such  an  undesirable  contingency,  and  of 
rendering  works  of  such  importance  available  in  the 
approaching  discussions  respecting  the  Bank  Charter, 
I  suggested  to  his  Lordship  the  desirableness  of  his 
allowing  them  to  be  collected  and  printed  for  distribu- 
tion among  his  friends;  and  to  this  he  was  good 
enough  to  consent. 

One  of  the  tracts  in   this  volume,  "The  Petition  of 
the    Merchants,    Bankers,    and    Traders    of   London 
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against  the  Act  of  1844,  with  Comments  on  each 
Clause,"  was  the  joint  production  of  Lord  Overstone 
and  Colonel  Torrens,  one  of  the  ablest  and  most  con- 
sistent supporters  of  the  Act.  Inasmuch,  however,  as 
their  respective  contributions  were  so  blended  together 
as  to  make  their  separation  impossible,  it  was  thought 
best  to  reprint  the  entire  tract  with  this  notice  of  its 
divided  paternity. 

There  is  only  one  other  part  of  the  volume  which 
may,  perhaps,  be  thought  to  require  explanation.  In 
1 840  a  Committee  was  appointed  by  the  House  of  Com- 
mons to  inquire  into  the  condition  of  the  Currency 
and  of  Banks  of  Issue.  In  addition  to  some  of  its 
ablest  members,  this  Committee  comprised  others  dis- 
tinguished by  their  peculiar  views,  or  rather  crotchets, 
in  regard  to  money  matters.  The  evidence  of  Lord 
Overstone  being  entirely  subversive  of  the  theories 
and  nostrums  of  these  parties,  was  of  course  very  dis- 
tasteful to  them ;  and  they  showed  their  irritation  by 
addressing  to  him  an  all  but  interminable  series  of 
questions,  very  nearly  identical,  and  leading  to  no 
practical  result.  That  portion  of  the  evidence  which 
consists  of  answers  to  these  questions  had,  in  conse- 
quence, comparatively  little  bearing  on  the  really 
important  topics  into  which  the  Committee  was  com- 
missioned to  inquire.  And  such  being  the  case  it 
appeared  to  me  that  to  print  it  in  extenso  would 
render  the  volume  cumbersome  and  unwieldy,  without 
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serving  any  good  purpose.  I  have,  therefore,  abridged 
it.  But  I  have  endeavoured  to  do  this  without 
altering  in  any  degree  its  character  or  that  of  the 
cross-examination. 

I  have  also  abridged  the  evidence  of  Lord  Over- 
stone  before  the  Lords'  and  Commons'  Committees 
of  1848  on  Commercial  Distress,  by  leaving  out  some 
passages  which  had  reference  only  to  temporary  or 
unimportant  matters.  Otherwise  it  is  given  entire. 

To  prevent  misconception,  it  may  be  proper  to  state 
that  Lord  Overstone  is  in  no  wise  responsible  for 
anything  connected  with  this  publication,  except  in 
permitting  it  to  take  place.  He  has  neither  seen  one 
of  the  proof  sheets  nor  this  notice. 

J.  E.  M. 

LONDON, 
January ',  1857. 
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I.  THE  Legislature,  in  ordering  the  publication  of  the 
accounts  of  the  Bank,  had  two  objects  in  view :  first,  To 
enable  the  public  to  exercise  some  judgment  upon  the 
general  course  pursued  by  the  Bank  Directors,  and  thus 
to  place  their  proceedings,  to  a  certain  extent,  under  the 
control  of  public  opinion ;  and,  secondly,  By  furnishing 
the  public  with  a  knowledge  of  the  fluctuations  which 
were  taking  place  in  the  amount  of  Bank-notes  in  circu- 
lation, or  of  specie  in  deposit,  to  enable  them  to  foresee 
approaching  pressure,  and  by  timely  precautions  to 
dimmish  the  intensity  of  its  action  and  to  mitigate  its 
effects.  Now,  from  the  accounts  as  published,  it  appears 
that  the  Bank  has  deviated  from  all  the  rules  by  which  it 
professes  to  be  guided,  and  which  a  regard  to  sound 
principle  requires  it  to  adhere  to.  By  these  accounts  it 
appears  that  the  amount  of  securities,  so  far  from  being 
kept  at  a  fixed  point,  has  fluctuated  largely ;  it  also 
appears  that  the  circulation  has  in  some  instances  increased 
whilst  the  specie  has  been  diminishing;  and  from  the 
same  accounts  it  will  be  very  difficult  to  make  out  that 
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steady  and  continual  contraction  of  the  circulation  month 
by  month  during  the  diminution  of  specie  in  store,  upon 
which  alone  any  plausible  ground  of  censure  upon  the 
proceedings  of  the  Joint- Stock  Banks  can  be  founded. 
But  we  are  told  in  a  pamphlet,  explanatory  of  the  action 
of  the  Bank,  and  written  by  one  of  the  most  influential 
of  the  Directors  of  that  Establishment,  that,  upon  the 
data  furnished  by  the  accounts  as  published,  no  safe  con- 
clusions can  be  founded ;  that  other  explanatory  circum- 
stances and  considerations,  not  officially  laid  before  the 
public,  must  be  taken  into  the  account ;  and  that,  when 
due  allowance  has  been  made  for  these,  conclusions  will 
arise  not  only  differing  from,  but  diametrically  the  reverse 
of  those  to  which  every  person  must  come  upon  the 
inspection  merely  of  the  published  accounts.  It  will,  in 
fact,  according  to  the  additional  explanations  given  by 
Mr.  Palmer,  be  found  that  the  Bank  has  strictly  adhered 
to  the  rules  which  it  laid  down  for  its  own  guidance,  that 
its  securities  have  been,  as  was  proposed,  kept  at  an 
invariable  amount,  that  its  liabilities  have  been  diminished 
in  strict  correspondence  with  the  diminution  of  its  specie, 
and  that  the  contraction  of  its  circulation  has  been  of  that 
steady  and  regular  character  which  justifies  the  Bank  in 
complaining  of  the  counter-action,  in  this  respect,  of  the 
Joint-Stock  Banks.  In  short,  the  explanations  of  Mr. 
Palmer  are  all  directed  to  show  that  the  conclusions  to 
which  the  public  ought  to  come,  with  respect  to  the  con- 
duct of  the  Bank,  are  the  very  opposite  of  those  to  which 
they^  cannot  but  come  upon  the  examination  [  simply 
of  the  published  accounts.  Those  have  undoubtedly  led 
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active  and  inquiring  minds,  as  is  abundantly  shown  by 
various  publications  (of  which  it  is  hardly  necessary  to 
enumerate  more  than  the  Letter  of  Colonel  Torrens,  and 
the  laboured  and  ingenious  articles  on  this  subject  which 
occasionally  appear  in  the  Times,)  to  conclusions  the  very 
reverse  of  those  which  are  established,  according  to  Mr. 
Palmer  by  a  full  exposition  of  the  accounts  of  the  Bank. 
That  the  published  accounts  are  not  only  insufficient  for 
the  purpose  of  instructing  and  guiding  the  public,  but 
that  they  are,  when  unaccompanied  with  further  explana- 
tion, the  actual  means  of  misleading  them,  is  the  funda- 
mental proposition  of  Mr.  Palmer's  pamphlet ;  and  unless 
this  be  fully  admitted,  his  defence  of  the  Bank  must  at 
once  fall  to  the  ground.  Surely  this  is  an  evil  of  no 
trifling  magnitude,  requiring  immediate  correction ;  in 
effecting  which  the  Bank  ought  to  be  the  prominent 
agent.  If  the  accounts,  as  now  published,  are,  according 
to  their  own  statement,  a  false  representation  of  the  action 
of  the  Bank,  and  calculated  only  to  mislead,  it  is  a  duty 
incumbent  upon  the  Directors  of  the  Bank  to  take  some 
means  of  laying  before  the  public  such  accounts  as  shall 
give  a  correct  view  of  their  proceedings,  and  be  calculated 
to  lead  the  public  to  safe  and  true  conclusions. 

II.  But  it  may  not  be  amiss  to  examine  a  little  more 
closely  into  the  nature  of  those  explanatory  circumstances 
and  considerations  upon  which  Mr.  Palmer  relies  for  the 
correction  of  the  conclusions  which  obviously  arise  from 
the  published  accounts. 

The  principle  upon  which  the  Bank   professes   to  be 
guided  in  the  regulation  of  the  currency  is  this :  to  meet 
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its  outstanding  liabilities  consisting  of  circulation  and 
deposits,  it  holds  at  its  disposal  securities  and  specie, 
and  its  principle  of  action  is,  to  keep  the  amount  of  its 
securities  fixed,  and  to  leave  any  variation  in  the  amount  of 
circulation  and  deposits  to  be  balanced  by  a  corresponding 
variation  in  the  amount  of  specie.  This  principle  was  set 
forth  by  the  Bank  Directors  in  their  evidence  before  the 
Parliamentary  Committee  previous  to  the  last  renewal  of 
the  Charter,  and  was  recommended  principally  upon  the 
ground  that  the  effect  of  it  would  be  to  render  the  Bank 
a  passive  agent,  and  that  all  variations  in  the  amount  of 
specie  would  thus  become  the  result  not  of  any  direct 
action  on  the  part  of  the  Bank,  but  solely  on  that  of  the 
public.  If  they  demanded  specie,  it  could  be  obtained 
only  by  paying  in  notes  or  diminishing  deposits  ;  and  if, 
on  the  other  hand,  the  specie  was  increased,  there  must  at 
the  same  time  be  a  corresponding  increase  in  the  amount 
of  circulation  or  deposits.  Under  this  view  of  its  pro- 
bable action,  the  principle  above  stated  met  with  a  degree 
of  acquiescence  which  a  more  close  examination  of  the 
subject  will  hardly  warrant. 

P"     The  Bank,  it  must  be  observed,  acts  in  two  capacities  ; 

/  as  a  manager  of  the  circulation,  and  as  a  body  performing 
the  ordinary  functions  of  a  banking  concern.  The  duties 
of  these  two  characters,  though  very  often  united  in  the 

name  party,  are  in  themselves  perfectly  distinct.     In  the 
irinciple  laid  down  by  the  Bank  for  its  own  guidance,  the 
separate  and  distinct  nature  of  these  two  characters  has  not 
been  sufficiently  attended  to.     The  rules  applicable  to  its 
conduct  as  a  manager  of  the  currency  are  mixed  with  the 
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rules  applicable  to  its  conduct  as  a  simple  banker,  and  the 
rule  or  principle  under  discussion  is  the  result  of  this 
mixture.  As  a  manager  of  the  currency  it  is  undoubtedly 
a  sound  rule  by  which  to  guide  itself,  that  against  the 
amount  of  notes  out  it  shall  hold  at  its  disposal  securities 
and  specie;  that  the  amount  of  securities  shall  be  invariable, 
and  that  consequently  all  fluctuations  in  the  amount  of 
notes  out  shall  be  met  by  a  corresponding  fluctuation  in 
the  amount  of  specie  in  deposit ;  thus  the  public  and  not 
the  Bank  will  be  made  the  regulators  of  the  amount  of 
the  circulation,  and  that  amount  will  by  this  principle  be 
made  to  fluctuate  precisely  as  it  would  have  fluctuated  had 
the  currency  been  purely  metallic. 

For  the  regulation  of  the  conduct  of  the  Bank  as  a 
manager  of  the  currency,  this  rule  is  perfectly  unobjec- 
tionable, and  rests  indeed  upon  the  soundest  principles. 

But  when  the  same  rule  is  further  applied  to  the  regu- 
lation of  its  conduct  as  a  banking  concern,  it  is  necessarily 
found  to  be  wholly  impracticable.  It  is  in  the  nature  of 
banking  business  that  the  amount  of  its  deposits  should 
vary  with  a  variety  of  circumstances ;  and  as  its  amount 
of  deposits  varies,  the  amount  of  that  in  which  those 
deposits  are  invested  (viz.  the  securities)  must  vary  also. 
It  is  therefore  quite  absurd  to  talk  of  the  Bank,  in  its 
character  of  a  banking  concern,  keeping  the  amount  of 
its  securities  invariable.  The  reverse  must  necessarily  be  / 
the  case.  The  proof  of  this  is  very  striking  in  the  case  now 
under  our  consideration.  In  the  published  account  the 
variation  in  the  amount  of  securities  held  by  the  Bank  is 
very  great ;  and  when  we  turn  to  Mr.  Palmer's  pamphlet 
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to  learn  how  this  is  to  be  reconciled  with  the  principle  of 
action  professed  by  the  Bank,  we  are  told  that  to  under- 
stand this  we  must  look  much  further  than  to  the  pub- 
lished accounts  ;  that  we  must  analyse  the  nature  of  the 
deposits  against  which  the  securities  are  held,  and  that 
one  class  of  those  deposits  being  peculiarly  of  a  temporary 
nature,  must,  on  that  account,  be  entirely  thrown  out  of 
the  account,  and  of  course  also  the  securities  held  against 
it.  By  this  process  a  new  table  of  securities  is  produced 
which  exhibits  their  amount  much  more  nearly  approach- 
ing to  steadiness. 

But  this  mode  of  getting  rid  of  a  certain  part  of  the 
deposits  and  securities  with  the  view  of  obtaining  a  table 
which  shall  exhibit  a  desired  result  is  not  satisfactory, 
because  it  does  not  rest  upon  any  distinctive  principle. 
The  deposits  in  the  hands  of  the  Bank  left  there  by  dif- 
ferent classes  of  the  community,  and  arising  out  of  different 
circumstances,  may  no  doubt  differ  in  respect  to  their 
probable  permanency  and  variation  of  amount,  but  these 
'are  only  differences  of  degree,  and  make  no  essential  dif- 
ference upon  principle  in  their  nature  or  character.  They 
are  all  equally  banking  deposits,  liable  to  those  variations 
in  a  greater  or  less  degree  which  are  incidental  to  such 
deposits. 

The  course  adopted  by  Mr.  Palmer  is  a  mere  arbitrary 
mode  of  making  up  an  account  to  exhibit  a  desired  result. 
There  is  no  real  distinction  between  these  deposits  by 
which  he  can  justify  the  plan  of  removing  one  class  of 
them  from  the  operation  of  a  principle  to  which  he  still 
holds  the  other  classes  to  be  subject ;  the  fact  is  that  the 
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principle  is  applicable  only  to  the  management  of  the  cur- 
rency, and  is  totally  inapplicable  to  the  management  of 
banking  deposits.  By  applying  the  principle  to  the  aggre- 
gate result  of  the  two  clashes  of  business,  the  Bank  arrives 
at  a  rule  the  possible  consequences  of  which  are  of  the 
most  serious  nature. 

The  rule  is,  "  that  the  securities  being  kept  equal, 
any  diminution  in  the  amount  of  specie  may  be  met  by  a 
corresponding  decrease  in  the  aggregate  amount  of  circu- 
lation and  deposits."  The  possible  consequence  is,  that  a 
large  diminution  of  specie  may  take  place,  and  be  met, 
not  by  a  corresponding  decrease  of  circulation,  but  solely 
by  a  decrease  of  deposits.  Thus  a  heavy  drain  upon  the 
treasure  of  the  Bank  might  take  place  under  this  rule 
without  any  contraction  of  the  currency  by  which  that 
drain  is  to  be  checked  or  the  Bank  to  be  protected. 

To  those  who  are  practically  conversant  with  banking 
business,  or  who  have  reflected  upon  the  nature  of  it,  it 
can  hardly  be  necessary  to  point  out  the  simple  considera- 
tion, that  banking  deposits  are  necessarily  variable  in  their 
amount  and  duration,  and  that  with  such  variations  the 
amount  of  securities  held  by  the  Bank  will  also  fluctuate. 
It  is  therefore  unreasonable  to  talk  of  the  invariable 
amount  of  a  banker's  securities,  and  this  observation  is 
equally  applicable  to  banking  business  when  conducted  by 
the  Bank  of  England,  as  when  it  is  conducted  by  any 
other  body. 

On  the  other  hand,  I  apprehend  there  will  be  no  dif- 
ference of  opinion  amongst  those  who  have  reflected  upon 
the  principles  of  paper  currency,  as  to  the  soundness  of 
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the  rule — that  the  amount  of  paper  issued  shall  be  repre- 
sented by  an  amount  of  securities  which  never  varies,  and 
an  amount  of  specie  which  is  left  to  fluctuate  with  the 
fluctuations  of  the  amount  of  notes  out. 

If  these  views  be  correct,  it  follows  that  the  rule  now 
adopted  by  the  Bank  is  incorrect  and  cannot  be  safely 
I  relied  upon  in  the  management  of  the  currency.  The 
rule  ought  to  be,  That  the  variations  in  the  amount  of 
circulation  shall  correspond  to  the  variations  in  the  amount 
of  bullion,  and  the  adherence  of  the  Bank  to  this  rule 
ought  to  be  obvious  upon  the  face  of  the  published 
accounts.  By  this  means,  and  by  this  means  only,  can  we 
obtain  "  a  paper  circulation  varying  in  amount  exactly  as 
the  circulation  would  have  varied  had  it  been  metallic;"  and 
in  addition  to  the  establishment  of  this  only  sound  principle 
of  currency,  we  shall  obtain  a  simple  and  intelligible 
account,  requiring  no  further  explanations  nor  the  produc- 
tion of  any  information  not  at  the  command  of  the  public, 
to  enable  them  to  come  to  a  correct  understanding  of  it. 

Was  the  management  of  the  currency  entrusted  to  a 
body  established  exclusively  for  that  purpose,  this  is  the 
rule  by  which  such  body  must  govern  its  operations.  It 
is  only  by  an  adherence  to  such  a  principle  that  a  paper- 
circulation  can  be  made  to  vary  in  amount  precisely  as  the 
circulation  w  ould  have  varied  had  it  been  exclusively 
metallic.  The  importance  of  a  rigid  adherence  to  this 
rule  cannot  be  over-estimated:  and  if  it  be  incompatible, 
as  is  alleged  by  some,  with  the  mixed  functions  of  the 
/Bank  of  England,  it  seems  to  become  a  very  serious  ques- 
I  tion,  whether  it  is  not  better  to  separate  altogether  the 
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business  of  banking  from  that  of  regulating  the  currency, 
rather  than  suffer  so  essential  a  rule  to  be  in  any  degree  j 
compromised.  It  is  not,  however,  very  easy  to  perceive 
any  insuperable  difficulty  in  rendering  the  currency 
department  of  the  Bank  of  England  totally  distinct  and 
separate  from  the  management  of  its  other  business ;  so 
that  the  one  should  not  interfere  with  or  affect  the  other 
more  than  they  would  do  were  they  under  the  control  of 
different  bodies.  In  proportion  as  these  two  functions  are 
kept  distinct,  will  each  be  rendered  more  effectual  for  its 
proper  purpose.  The  two  branches  of  the  business  of  the 
Bank  thus  divided  will  proceed  with  equal  efficiency  and 
without  mutual  interruption.  Like  those  animals  de- 
scribed by  naturalists,  whose  peculiar  property  it  is  that, 
when  cut  into  two  parts,  they  move  off  in  opposite  direc- 
tions, each  half  equally  full  of  life  and  energy  ;  thus,  if 
the  two  natures  of  the  Bank  of  England  were  completely 
dissociated,  each  would  proceed  to  the  discharge  of  its 
respective  functions  with  more  simplicity  and  efficiency, 
unencumbered  by  the  conflicting  tendencies  and  opposite 
action  of  its  former  companion. 

III.  Another  important  topic  alluded  to  in  Mr.  Pal- 
mer's pamphlet,  and  certainly  entitled  to  very  serious 
consideration,  is — 

The  effect  on  the  Joint-Stock  Banks,  to  whose  mis- 
conduot  in  the  regulation  of  their  issues  he  attributes  the 
peculiar  severity  of  the  pressure  upon  the  mercantile 
world  during  the  last  few  months,  when  contrasted  with 
the  very  different  result  in  this  respect  which  occurred 
under  a  similar  loss  of  bullion  and  contraction  of  Bank 
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issues  in  1832.  Indeed,  Mr.  Palmer  goes  the  length  of 
doubting  whether  the  Joint-Stock  Banks  in  their  present 
form  and  the  Bank  of  England  can  co-exist. 

It  is  not  intended  in  these  remarks  either  to  make  a 
general  attack  upon  the  conduct  of  the  Bank  of  England, 
or  to  undertake  the  defence  of  the  Joint-Stock  Banks : 
whatever  may  be  the  evil  consequences  to  the  public 
interest  arising  from  the  errors  of  either  party,  it  will 
probably  be  found  upon  an  impartial  investigation  that 
those  errors  are  more  justly  attributable  to  the  false  posi- 
tion in  which  the  respective  parties  have  been  placed  by 
unwise  legislation,  than  to  the  want  of  that  degree  of 
vigilance,  knowledge,  or  integrity  which  might  be  reason- 
ably expected  from  them. 

For  instance,  we  impose  upon  the  Bank  of  England 
the  duty  of  regulating  the  value  of  the  currency,  and 
providing  for  the  payment  of  the  whole  of  it  in  specie, 
without  giving  to  that  body  the  exclusive  power  of  issuing 
the  paper-money,  or  investing  it  with  any  direct  control 
over  the  conduct  of  rival  issuers.  We  look  to  the  Bank 
for  a  strict  regulation  of  the  amount  of  its  issues  according 
to  the  state  of  the  exchanges  and  the  drain  for  bullion, 
whilst  at  the  same  time  we  very  inconsistently  look  to  it 
also  as  responsible  for  the  maintenance  of  public  credit 
in  a  period  of  pressure. 

We  thus  unite  in  the  same  body  functions  which,  it 
can  be  easily  shewn,  are  in  many  cases  conflicting,  and, 
therefore,  incompatible,  viz.,  those  of  ordinary  banking  busi- 
ness and  of  regulating  the  amount  of  a  paper  currency. 
And  lastly,  to  perform  these  very  delicate  duties,  in  every 
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step  of  which  the  personal  interests  of  the  mercantile,  trad- 
ing, and  money  classes  must  be  immediately  affected,  we 
select,  not  a  body  of  individuals  qualified  (by  their  total 
separation  from  all  such  interests)  to  exercise  a  dispas- 
sionate and  disinterested  judgment ;  but,  on  the  contrary, 
men  the  most  largely  engaged  in  mercantile  and  monied 
operations,  and,  therefore,  more  than  any  other  class 
exposed  in  their  private  interests  to  the  immediate  effects 
of  any  action  upon  the  currency. 

Again,  with  respect  to  Joint-Stock  Banks,  we  create 
by  law  large  and  powerful  establishments,  to  which  is  given 
the  right  to  issue  paper-money  without  any  absolute 
restriction ;  and  even  that  knowledge  of  the  action  of  the 
Bank  which  is  essential  to  enable  them  to  take  a  just  view 
of  the  condition  of  the  currency  and  of  their  corresponding 
duty,  is  afforded  to  them  only  through  such  imperfect  and 
delusive  accounts  as  those  published  by  the  Bank  are 
represented  by  the  Bank  Directors  themselves  to  be. 

Such  is  the  imperfect  and  inconsistent  nature  of  our 
legislation  with  regard  to  these  respective  bodies.  We 
impose  upon  them  different  and  often  conflicting  duties ; 
we  withhold  from  them  powers  commensurate  with  the 
duties  required ;  we  place  them  in  circumstances  which 
necessarily  give  rise  to  interests  and  motives  at  variance 
with  the  strict  discharge  of  these  duties :  and  yet  when- 
ever these  duties  are  in  any  respect  imperfectly  discharged, 
we  are  too  ready  to  direct  against  the  administration  of 
these  bodies  that  censure  which  ought  more  properly  to 
fall  upon  that  short-sighted  legislation  which  has  placed 
such  bodies  in  a  false  position. 
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If  the  Bank  of  England  has  not  contracted  its  issues 
in  strict  and  undeviating  conformity  with  the  diminution 
of  its  specie,  how  can  we  reasonably  be  surprised  at  or 
complain  of  this  result  when  we  have  suffered  that  body 
to  blend  with  this  simple  and  distinct  duty  a  variety  of 
other  very  different,  and,  'in  some  respects  conflicting 
functions,  and  have  exposed  it  to  the  action  of  influences 
and  temptations  which  are  calculated  to  divert  it  from 
the  sole  contemplation  of  that  purpose  ? 

Or  if  the  Joint- Stock  Banks  have  failed  to  regulate 
their  issues  by  the  state  of  the  exchanges,  and  the  drain 
for  bullion  upon  the  Bank,  can  we  be  surprised  at  this 
when  in  legislating  for  these  concerns  we  have  neither 
subjected  them  to  any  adequate  motive  for  so  regulating 
their  issues,  nor  afforded  them  any  certain  means  of 
obtaining  that  knowledge  (respecting  the  state  of  the 
Bank  accounts  as  regards  currency)  which  is  absolutely 
necessary  for  enabling  them  to  do  so  ? 

The  action  of  both  these  bodies  appears  to  have  been 
perfectly  consistent  with  that  which  might  fairly  be  anti- 
cipated as  the  almost  certain  result  of  the  nature  of  our 
legislation  respecting  them.  Their  conduct  may  fairly  be 
said  to  be  that  which  legislation  has  made  it;  and  in 
examining  its  defects,  it  is  of  the  utmost  importance  that 
we  should  keep  our  attention  steadily  fixed  upon  the  true 
cause  of  those  defects. 

IV.  But  in  the  present  case  it  is  necessary  to  examine 
a  little  more  closely  the  evidence  by  which  the  charge 
against  the  Joint-Stock  Banks  is  supported.  The  charge 
is  of  a  very  serious  nature  ;  that  of  being  on  the  present 
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occasion  the  sole  and  entire  cause  of  the  peculiar  pressure 
on  the  mercantile  community,  and  of  being  incompatible 
in  their  nature  with  the  existence  of  the  Bank  of  England. 
The  only  fact  stated  by  Mr.  Palmer  in  support  of  these 
assertions  is,  that  between  the  periods  of  March,  1834, 
and  July  1836,  the  issues  of  the  Joint-Stock  and  Private 
Banks  had  been  increased  25  per  cent.,  while  those  of  the 
Bank  of  England  had  been  diminished  in  a  nearly  equal 
proportion.  This  fact  is  here  stated  in  rather  too  general 
a  manner  to  enable  us  to  deduce  from  it  any  very  certain 
conclusions ;  it  would  have  been  more  satisfactory  had 
Mr.  Palmer  given  us  a  more  detailed  statement  of  the 
progress,  month  by  month,  or  even  week  by  week,  of  that 
diminution  of  the  Bank  issues,  with  a  corresponding  table 
of  the  state  of  their  bullion. 

More  especially,  such  a  statement  would  have  been 
desirable  for  the  last  year  (1836),  that  being  the  period 
during  which  the  proceedings  of  the  Bank  require  to  be 
most  minutely  scrutinized.  The  reduction  in  the  bullion 
of  the  Bank  principally  took  place  from  April  to  Sep- 
tember last.  What  was  the  action  of  the  Bank  week  by 
week  during  that  period  and  for  some  months  previous  to 
it  ?  This  information  Mr.  Palmer  does  not  give  us,  and 
without  this  it  does  not  seem  possible  to  decide  how  far 
his  charge  in  the  present  instance  against  the  Joint-Stock 
Bank  is  sustainable.  They  may  very  possibly  for  a 
time  expand  their  circulation,  whilst  that  of  the  Bank  is 
undergoing  contraction,  and  so  far  we  may  admit  that 
their  power  is  a  vicious  one ;  but  the  really  serious  and  vital 
question  is  somewhat  different  from  this.  Is  it  possible 
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for  the  Joint-Stock  Banks  to  maintain  an  expansion  of 
their  issues  for  any  permanency  in  the  face  of  a  regular, 
steady^  and  undeviating  course  of  contraction  on  the  part 
of  the  Bank;  or  will  such  a  course  on  the  part  of  the 
Bank  bring  the  subordinate  issuers  into  such  a  situation 
that  a  corresponding  change  in  their  issues  becomes 
inevitable  ?  A  correct  determination  of  this  question  is 
a  matter  of  the  greatest  importance,  and  it  is  much  to  be 
regretted,  with  this  view,  that  Mr.  Palmer  has  not  fur- 
nished us  with  minute  and  detailed  accounts  of  the  action 
of  the  Bank,  from  December  1835,  to  the  present  time. 
Such  accounts  when  produced  may  possibly  substantiate 
his  case.  But  the  information  to  be  derived  from  the  very 
imperfect  statements  given  us,  does  not  tend  to  this 
conclusion  :— 

Dec.     29,  1835     ....     London  circulation,  £13,800,000 
March  29,  1836     ....  Do.  14,400,000 

June     28,  1836     ....  Do.  14,200,000 

This  statement  does  not  look  like  that  steady  and  unde- 
viating contraction  of  their  issues  which  can  justify  the 
Bank  in  complaining  of  any  counteraction  on  the  part  of 
the  Joint- Stock  Banks  as  a  thing  entirely  beyond  their 
control,  and  so  independent  of  them  as  to  menace  their 
existence. 

This  view  of  the  matter  seems  to  gain  additional 
strength  when  we  look  to  the  issues  of  the  Branch 
Banks : — 

Dec.    29,  1835        ....     Branch  Banks,  £3,400,000 
March  29,  1836       ....  Do.  3,600,000 

June     28,  1836       ....  Do.  3,700,000 
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By  this  statement  it  appears  that  the  country  issues  of  the 
Bank  were  themselves  increasing  at  the  period  during 
which  the  Bank  complains  so  severely  of  the  increased 
issues  of  its  rivals. 

In  the  face  of  these  statements  we  are  not  warranted 
in  coming  to  the  conclusion  that  the  action  of  the  Joint- 
Stock  Banks  is  utterly  beyond  the  control  of  the  central 
issuer;  the  Bank  must  first  prove  that  it  has  really  tried 
the  effect  of  a  steady  and  uninterrupted  course  of  con- 
traction, and  that  in  face  of  this  the  issues  of  the  Joint- 
Stock  Banks  have  as  steadily  increased.  Such  may  be 
the  case;  but  Mr.  Palmer's  pamphlet  has  not  furnished 
us  with  any  evidence  of  it,  and  the  information,  imperfect 
and  unsatisfactory  as  it  is,  which  he  does  give  us,  directly 
tends  to  the  opposite  conclusion. 

V.  The  following  is  a  statement  of  the  circulation  and 
bullion  of  the  Bank,  as  given  in  the  monthly  returns 
which  are  published  in  the  Gazette,  from  January  1836 
to  February  1837  inclusive. 


1836. 

Circulation. 

Gold. 

Jan.  12 

....      £17,262,000 

....      £7,078,000 

Feb.    9 

17,427,000 

7,498,000 

March  8 

17,739,000 

7,701,000 

AprU  5 

18,063,000 

7,801,000 

May    3 

18,154,000 

7,782,000 

May  31 

18,051,000 

7,663,000 

June  28 

17,899,000 

7,362,000 

July  26 

17,940,000 

6,926,000 

Aug.  23 

18,061,000 

6,325,000 

Sept.  20 

18,147,000 

5,719,000 

Oct.   18 

17,936,000 

5,257,000 

Nov.  15 

17,543,000 

4,933,000 

C 

Circulation. 

Gold. 

17,361,000 

4,545,000 

17,422,000 
17,868,000 

4,287,000 
4,032,000 
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1836. 
Dec.   13 

1837. 
Jan.  13 
Feb.  10 


Upon  an  inspection  of  this  table  we  cannot  fail  to 
remark — 

1.  That  the  circulation  is  considerably  higher  at  this 
moment  than  it  was  in  January  1836,  although  during 
this  period  the  bullion  has  undergone  a  very  large  dimi- 
nution. 

2.  That  the  circulation  continued  steadily  to  increase 
from  January  1836  up  to  May,  and  that  even  in  Sep- 
tember it  was  at  the  same  amount  at  which  it  stood  in 
May,  although  the  drain  of  bullion  was  by  Mr.  Palmer's 
acknowledgment  in  full  force  from  April  to  September. 

3.  That   there   does   not   appear  to  have   been    any 
effectual  reduction  of  circulation  subsequent  to  the  rise 
of  interest  upon  Exchequer  Bills,  although  this  measure 
was  loudly  called  for  as  necessary  to  enable  the  Bank  to 
realize  its  securities,  and  thus  reduce  its  issues.     But  as  the 
issues  do  not  appear  to  have  been  reduced,  we  must  con- 
clude that  this  measure  has   only  served  to  enable  the 
Bank  to  sell  its  Exchequer   Bills  and   increase  its  dis- 
counts, thus  forcing  upon  the  Chancellor  of  the  Exchequer 
a  rise  in  the   rate  of  interest  upon  his  unfunded  debt 
instead  of  charging  an  increased  rate  of  discount  upon 
commercial  bills.     But  to  return  to  the  above  table :   we 
would  ask  any  reflecting  person  to  look  first  to  the  column 
of  bullion,  and  mark  its  regular  and  rapid  decrease  ;   then 
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to  compare  with  this  the  column  of  circulation,  terminating 
with  a  larger  amount  than  that  with  which  it  commences, 
and  having  done  so,  to  declare  whether  he  discovers  any 
evidence  of  the  Bank  having  made  the  amount  of  its 
circulation  to  fluctuate  as  it  would  have  done  had  it  been 
purely  metallic ;  or  whether  he  can  perceive,  during  the 
drain  of  bullion  which  commenced  in  April,  or  during  the 
months  which  immediately  preceded  that  event,  any  signs 
of  that  steady  and  undeviating  contraction  of  circulation 
on  the  part  of  the  Bank,  on  which  alone  any  just  objection 
to  the  conduct  of  the  Joint-Stock  Banks  can  be  founded  ? 
It  is  not  a  satisfactory  reply  to  this  question  to  say  "  that 
the  diminution  of  bullion  has  been  met  by  a  diminished 
amount  of  deposits."  If  the  Joint- Stock  Banks  see,  by 
the  published  returns,  that  the  circulation  of  the  Bank  is 
maintained  at  its  full  amount,  they  are  warranted  in  con- 
cluding that  there  is  no  real  call  for  a  diminution  of 
their  issues,  notwithstanding  that  some  of  the  depositors 
in  the  Bank  may  have  thought  proper  to  draw  from  it  a 
portion  of  their  funds.  Indeed,  the  Bank  is  not  entitled 
to  calculate  at  all  upon  the  long-sightedness  or  prudence 
of  the  Joint- Stock  Banks,  but  ought  to  rely  solely  upon 
the  influence  which  a  steady  and  continuous  course  of 
contraction  on  her  part  must  exercise  upon  the  proceed- 
ings of  her  subordinate  rivals.  This  it  is  clear  she  has 
not  done  from  January  1836  to  February  1837,  and 
therefore  she  appears  to  be  without  any  sufficient  ground 
for  attributing  the  whole  or  the  greater  portion  of  the 
existing  derangement  to  their  misconduct.  If  they  have 
done  wrong,  it  appears  to  have  been  from  the  want  of 

C  2 
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that  controlling  action  on  the  part  of  the  Bank  of  England 
which  she  might  have  exerted  and  has  not. 

Take  another  instance  ;  in  the  quarterly  average  pub- 
lished on  15th  November  1836,  we  find 

Circulation  £17,543,000 

Deposits : 12,682,000 

Total  .£30,225,000 


Bullion       £4,933,000 

And  in  the  quarterly  average  published  on  the  7th  of 
February  last,  we  find 

Circulation          £17,868,000 

Deposits    14,230,000 

Total  £32,098,000 

Bullion        £4,032,000 

By  contrasting  these  statements  we  find  an  increase  in 
the  aggregate  amount  of  circulation  and  deposits  to  the 
extent  of  <£!, 800,000,  an  increase  in  deposits  alone  of 
£1,450,000,  and  on  the  other  side  a  decrease  of  bullion 
£(JOO,000.  If  a  decrease  of  bullion  is  to  be  considered  as 
sufficiently  compensated  by  a  corresponding  decrease  in 
the  aggregate  of  circulation  and  deposits,  it  must  surely 
follow  as  a  necessary  consequence  that  an  increase  in  the 
aggregate  of  these  two  ought  to  be  met  by  a  correspond- 
ing increase  of  bullion. 

In  this  statement  we  find  a  remarkable  violation  of  all 
the  supposed  rules  of  the  Bank.  A  large  diminution  of 
bullion  is  met  not  by  a  contraction  but  by  an  increase  of 
circulation  ;  and  the  force  of  this  consideration  is  greatly 
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augmented  by  the  fact  that  this  increase  of  circulation  is 
accompanied  by  a  remarkable  increase  of  deposits. 

And  again,  if  we  look  to  the  securities,  supposed  to 
be  kept  invariable,  we  find  in  the  same  publications 

November,  15      Securities         ....        £28,134,000 
February      7  „  ....  31,085,000 

notwithstanding  that  it  is  generally  understood  that 
between  these  two  periods  a  large  sum  lent  by  the  India 
Company  to  the  Bank  had  been  paid  off  (in  January), 
which  repayment  ought  to  produce  a  corresponding  dimi- 
nution in  the  amount  of  securities  in  the  February 
return. 

We  must  remember,  however,  that  between  these  two 
periods  the  Bank  had  been  induced,  under  very  peculiar 
circumstances,  to  extend  aid  to  a  large  amount  to  embar- 
rassed concerns.  The  propriety  of  such  interference  on 
her  part  we  will  not  now  discuss ;  if  it  be  done  out  of  her 
own  legitimate  resources,  she  is  entitled  to  the  free  exer- 
cise of  her  discretion  ;  but  if  it  be  done  by  an  abusive  use 
of  her  power  over  the  circulation,  by  increasing  its  amount 
when  all  regard  to  principle  would  require  her  to  diminish 
it,  her  conduct  cannot  be  defended.  Upon  that  suppo- 
sition it  becomes  an  unfortunate  example  of  the  effect  of 
combining  banking  operations  with  the  management  of 
the  currency,  and  exposing  a  public  body  to  be  drawn  by 
motives  arising  out  of  one  branch  of  business  from  that 
line  of  conduct  which  a  due  regard  to  her  other  duties 
would  dictate. 

VI.  It   may  perhaps  be  right  to  guard   against  the 
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impression  that  in  any  of  the  preceding  remarks  it  has 
been  intended  to  countenance  the  idea,  that  the  country 
issuers  have  not  been  guilty  of  a  mismanagement  of  the 
circulation,  by  increasing  their  issues  under  circumstances 
which  required  an  opposite  procedure  on  their  parts.  This 
fact  admits  of  no  denial ;  it*is  obvious  upon  the  first  view 
of  the  returns  as  published  in  the  Gazette. 

December  1835  Bullion        £6,626,000 

December  1836      „  4,545,000 

Decrease          £2,081,000 

Here  is  a  large  decrease  of  the  amount  of  bullion 
between  Dec.  1835  and  Dec.  1836,  and  the  circulation 
ought  to  have  undergone  a  corresponding  contraction,  each 
issuer  diminishing  his  issues  in  a  due  proportion.  Now 
let  us  turn  to  the  published  returns  of  the  issues  of  the 
Private  and  Joint-Stock  Banks. 

December  1835 £11,134,414 

December  1836 12,011,697 

Increase         £877,283 

Here  is  an  increase  of  the  country  issues  where  there 
ought  to  have  been  a  decrease,  and  therefore  an  abuse 
of  their  power  over  the  circulation  by  the  Private  and 
Joint -Stock  Banks. 

Those  parties  may  certainly  plead,  according  to  the  prin- 
ciple of  Mr.  Palmer's  reasoning,  that  the  mere  fact  of  a 
diminished  amount  of  bullion  is  not  necessarily  a  proof  of 
an  undue  range  of  prices  or  of  an  unfavourable  state  of  the 
Foreign  Exchange;  that  it  is  no  conclusive  evidence  of  a 
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state  of  things  requiring  a  contraction  of  the  circulation ; 
that  it  may  be  caused  by  an  internal  demand,  or  by  a  pecu- 
liar, local,  and  transient  cause,  acting  in  some  particular 
foreign  country ;  they  might  even  plead  that  if  they  have 
not  contracted  their  issues,  they  have  at  all  events  dimi- 
nished their  deposits.  But  reasonings  of  this  nature  appear 
to  be  totally  untenable.  A  decrease  in  the  amount  of 
bullion  requires  a  diminution  of  the  circulation.  If  the 
drain  has  arisen  from  peculiar  or  local  circumstances,  and 
whilst  the  general  state  of  the  exchanges  is  not  unfavour- 
able, a  very  slight  contraction  of  the  circulation  will  cause 
an  influx  of  bullion  and  thus  remove  the  evil ;  but  if  the 
circumstances  of  the  case  should  be  misunderstood,  and 
the  drain,  though  apparently  arising  from  internal  or  local 
causes,  should  in  reality  be  connected  with  an  improper 
state  of  prices  and  a  consequent  general  tendency  to  send 
gold  abroad  (no  improbable  supposition) ;  in  that  case  any 
delay  in  effecting  the  necessary  contraction  of  the  circu- 
lation will  only  tend  to  defer  and  prolong  the  crisis  without 
diminishing  its  intensity;  and  thus  the  mass  of  suffering 
may  be  augmented,  whilst  by  the  temporary  abandonment 
of  sound  and  consistent  principles  the  very  basis  of  the 
circulation  may  be  exposed  to  danger.  There  is  an  old 
Eastern  proverb  which  says,  you  may  stop  with  a  bodkin 
a  fountain,  which  if  suffered  to  flow  will  sweep  away 
whole  cities  in  its  course.  An  early  and  timely  contraction, 
upon  the  very  first  indication  of  excess  in  the  circulation, 
is  the  application  of  the  bodkin  to  the  fountain ;  com- 
mercial convulsion  and  ruin  in  consequence  of  delay, 
is  the  stream  sweeping  away  whole  cities  in  its  course. 
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There  is  another  line  of  defence  which  the  country 
issuers  may  adopt,  and  to  which  it  is  more  difficult  to 
make  a  satisfactory  reply.  They  may  say,  "We  are 
entitled  to  use  our  powers  according  to  our  own  discre- 
tion, and  to  pursue  our  interest  in  such  manner  as  we 
think  right.  Whether  we  -exercise  our  discretion  pru- 
dently or  otherwise  is  a  matter  between  us  and  our 
immediate  customers  only,  in  which  the  public  has  no 
right  to  interfere."  This  at  once  shows  the  defective 
state  of  our  legislation.  The  law  has  imposed  no  abso- 
lute restraint  upon  the  action  of  the  country  issuers,  nor 
has  it  subjected  them  to  any  adequate  motive  for  regu- 
lating their  issues  upon  sound  principles.  A  voluntary 
and  gratuitous  adherence  to  such  principles,  at  the  sacri- 
fice of  what  appears  to  be,  and  in  many  cases  really  is, 
individual  advantage  or  convenience,  cannot  be  reasonably 
expected  from  them.  The  only  means  which  the  law  has 
established  for  controlling  their  issues  is  through  the 
action  of  the  Bank  of  England  upon  its  own  circulation, 
and  the  influence,  indirect  and  imperfect,  which  that 
action  will  exert  over  the  proceedings  of  the  subordinate 
issuers.  We  must  look,  therefore,  to  the  action  of  the 
Bank  between  the  periods  in  question,  December  1835 
and  December  1836  ;  and  doing  so,  we  find  that  the  Bank 
did  not  during  this  period  contract  its  own  issues ! 

December  1835 Circulation,  £17,321,000 

December  1836  ..  Do.  17,361,000 


Increase  ....  £  40,000 

Whether   this  increase  of  issues   by  the  Bank  during  a 
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decrease  of  bullion  be  defended  as  necessary  to  support 
public  credit,  to  prevent  the  occurrence  of  panic,  or  as 
being  accompanied  by  a  diminution  of  deposits,  as  a  sub- 
stitute ;  may  not  the  country  issuers  equally  plead  the 
same  justification  ? 

VII.  An  important  feature  in  Mr.  Palmer's  pam- 
phlet is,  the  opinion  which  he  seems  disposed  to  main- 
tain, that  the  late  drain  of  gold  from  the  Bank  is  not 
attributable  to  any  derangement  of  prices  and  consequent 
unfavourable  state  of  the  exchanges  generally ;  but  that 
the  decrease  has  been  almost  exclusively  caused  by  the 
efflux  of  gold  to  the  United  States,  and  that  we  may  look 
for  a  return  of  that  gold,  or  a  large  portion  of  it,  at  no 
distant  period.  If  this  be  a  correct  view  of  the  true 
cause  of  the  late  drain,  the  conduct  of  the  Bank  under 
these  circumstances,  the  pressure  upon  the  mercantile 
world,  and  the  general  fall  in  prices  which  it  is  repre- 
sented to  have  produced,  appear  to  have  been  wholly 
unnecessary ;  if  the  drain  has  not  arisen  from  the  im- 
proper state  of  the  exchanges,  it  does  not  appear  in  what 
way  measures,  the  direct  tendency  of  which  is  to  produce 
an  action  upon  the  exchanges,  can  be  calculated  to  check 
that  drain.  Neither  upon  this  supposition  can  we  clearly 
understand  the  justice  of  the  complaints  against  the  action 
of  the  Joint- Stock  Banks,  or  the  transactions  upon  the 
Foreign-Stock  Market ;  if  the  complaint  against  them 
can  be  maintained  at  all,  it  must  be  upon  the  ground  of 
their  unfavourable  effect  upon  the  exchanges ;  but  if  the 
only  or  principal  cause  of  the  derangement  is  not  to  be 
found  in  the  general  state  of  the  exchanges,  then  it 
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appears  difficult  to  fix  any  large  share  of  misconduct 
either  upon  the  Joint-Stock  Banks  or  upon  the  Foreign- 
Stock  Market.  Our  apprehension  however  is,  that  a 
derangement  of  prices  and  consequent  disturbance  in  the 
balance  of  trade  is  in  reality  very  deeply  connected  with 
the  late  drain  upon  the  Bank;  indeed,  we  doubt  whether 
a  continuous  diminution  of  her  bullion  can  go  on  except 
under  an  unfavourable  state  of  the  exchanges ;  because, 
unless  such  be  the  case,  the  drain  arising  from  peculiar 
circumstances  in  one  direction  will  soon  be  corrected  by  a 
corresponding  influx  from  other  quarters.  At  all  events 
the  only  safe  course  is  to  consider  a  continuous  drain  of 
gold  from  the  Bank  as  conclusive  evidence,  without  refer- 
ence to  vague  and  uncertain  speculations  as  to  the  precise 
cause  of  that  drain,  of  the  necessity  of  effecting  a  corre- 
sponding reduction  of  circulation.  It  is  of  great  import- 
ance that  this  question  should  be  clearly  understood  and 
settled,  as  nothing  can  be  more  dangerous  in  the  manage- 
ment of  the  currency  than  a  tendency,  upon  the  ground 
of  supposed  peculiarities  of  the  circumstances  of  each 
case,  to  suspend  the  operation  of  rules  which  are  of  a 
general  nature  and  rest  upon  unquestionable  principles. 

The  expectation  that  any  important  portion  of  the  gold 
is  likely  to  return  from  America,  seems  to  us  to  rest  upon 
very  doubtful  reasoning.  The  demand  has  been  produced 
by  an  alteration  in  the  relative  value  of  gold  and  silver 
in  that  country,  by  which  gold  is  rendered  a  more  advan- 
tageous medium  of  payment  than  it  was  previously ; — and 
as  this  cause  appears  to  be  permanent  in  its  nature,  we 
do  not  see  with  what  reason  we  can  expect  that  the  effect, 
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viz.  the  detention  of  gold  in  that  country,  will  be  tempo- 
rary. If  remittances  in  specie  are  to  come  from  America, 
may  we  not  more  reasonably  expect  that  they  will  be 
made  in  the  depreciated  metal,,  silver  ? 

VIII.  We  have  already  adverted  to  the  inconvenience 
arising  from  our  having  to  reason  upon  very  broken  and 
imperfect  data.  The  pamphlet  of  Mr.  Palmer  is  far  from 
giving  that  full  and  detailed  information  respecting  the 
action  of  the  Bank,  without  which  it  is  impossible  to  form 
a  correct  view  of  the  character  and  effect  of  its  pro- 
ceedings. In  this  respect  the  pamphlet  is  lamentably 
deficient  and  unsatisfactory.  We  are  told  that  the  issues 
of  the  Bank  have  been  reduced  nearly  25  per  cent,  between 
the  month  of  March  1834,  and  July  1836  ;  but  the  simple 
contrast  of  the  state  of  the  circulation  at  any  two  periods, 
selected  with  the  view  of  producing  a  particular  result,  is 
far  from  being  sufficient  for  the  intended  purpose:  we 
ought  to  have  before  us  a  detailed  statement,  month  by 
month  for  the  whole  of  the  intervening  period,  of  the 
amount  of  the  circulation  and  of  the  bullion.  The  one 
simple  duty  which  the  manager  of  the  currency  has  to 
perform  is,  that  of  making  the  amount  of  the  paper  circu- 
lation vary  precisely  as  the  amount  of  the  circulation 
would  have  varied  had  it  been  exclusively  metallic. 
Neither  the  data  afforded  to  us  by  Mr.  Palmer,  nor  his 
reasoning,  are  sufficient  to  show  that  such  has  been  the 
effect  of  the  measures  of  the  Bank  within  the  period  to 
which  he  refers,  and  certainly  no  reflecting  person  will  be 
led  to  such  a  conclusion  by  a  comparison  of  the  fluctua- 
tions of  the  issues  with  the  fluctuations  of  the  bullion  as 
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published  in  the  monthly  official  returns.  And  yet,  unless 
the  Bank  can  clearly  demonstrate  that  it  has  acted  upon 
this  principle,  it  must  necessarily  fail  in  making  out  a 
good  defence  for  itself,  and  in  establishing  the  heavy 
accusations  it  has  brought  against  its  rival  issuers.  We 
want  more  full  and  complete  data;  until  these  are  fur- 
nished, reflecting  persons  will  suspend  their  decision,  or  if 
compelled  to  give  a  verdict  upon  the  case  of  the  Bank  as 
set  forth  in  the  pamphlet  of  Mr.  Palmer,  it  must  un- 
doubtedly be  that  of  «  Not  Proven." 

These  discussions  respecting  the  action  of  the  Bank, 
the  doubts  so  generally  prevalent  as  to  the  extent  to 
which  she  has  adhered  to  her  strict  line  of  duty  in  the 
management  of  the  currency,  and  the  apparent  impos- 
sibility of  coming  to  a  satisfactory  decision  of  this  point, 
may  be  attributed  almost  entirely  to  the  very  imperfect 
and  insufficient  nature  of  the  information  which  she  lays 
before  the  public.  To  the  same  cause  may  be  also  referred 
the  very  unreasonable  and  inconsistent  expectations  enter- 
tained by  a  large  portion  of  the  public  with  respect  to  her 
power  and  duty  in  the  regulation  of  the  currency  and  the 
support  of  public  credit.  The  system  of  communicating 
any  information  whatever  regarding  the  accounts  com- 
menced only  with  the  last  renewal  of  her  charter  ;  and  the 
beneficial  effects  of  the  experiment  are  already  very 
apparent  in  the  increasing  tendency  of  the  public  to 
direct  their  attention  to  those  accounts,  and  to  watch, 
with  the  view  to  the  due  regulation  of  their  own  transac- 
tions, the  influence  of  the  exchanges  upon  the  circulation 
of  the  Bank.  The  spirit  of  inquiry  and  the  desire  for 
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knowledge  has  been  awakened  ;  but  to  direct  these  into 
the  right  course,  and  to  render  them  productive  of  the 
desired  results,  information  more  full  and  correct  than 
that  now  afforded  is  absolutely  requisite.  Upon  the 
insufficiency  of  the  present  accounts,  we  have  already 
made  those  remarks  which  the  statements  of  Mr.  Palmer's 
pamphlet  could  not  fail  to  give  rise  to.  It  only  remains 
for  the  public  to  consider  whether  any  reasonable  objection 
can  possibly  be  urged  against  a  full  and  distinct  publi- 
cation of  the  accounts  of  the  Bank,  so  far  as  they  con- 
cern their  management  of  the  currency.  Imperfect, 
vague,  and  ambiguous  accounts  must,  under  any  circum- 
stances, be  mischievous ;  from  such  a  source  none  but 
conclusions  of  a  similar  character  can  be  deduced.  If 
they  are  published  at  all,  it  certainly  ought  to  be  done  in 
such  a  form  as  may  enable  the  public  clearly  to  under- 
stand the  action  which  is  really  going  on  upon  the  circu- 
lation of  the  country.  The  advantages  to  arise  from  such 
full  publication  of  the  accounts,  we  conceive,  are  distinct 
and  indisputable.  The  public  would  be  enabled  to  regu- 
late their  course  under  the  full  light  of  truth,  instead  of 
proceeding  with  a  doubtful  and  hesitating  step  through 
the  delusive  twilight  which  now  surrounds  them  :  the 
unreasonable  expectations  of  assistance  and  support  from 
the  Bank,  which  it  is  impossible  for  her,  without  violating 
more  important  duties,  to  satisfy,  would  rapidly  vanish 
under  a  more  correct  conception  on  the  part  of  the  public 
of  her  true  position  ;  and  every  tendency  of  the  Bank 
itself  to  yield  to  importunate  demands,  and,  under  the 
present  pressure  of  circumstances,  to  deviate  from  the 
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straight  path  of  duty,  would  at  once  be  checked  by  the 
consciousness  that  all  her  acts  were  under  the  public  eye, 
and  that  a  firm  adherence  to  the  true  principles  of  cur- 
rency would  be  rigidly  exacted  from  her. 

IX.  In  the  course  of  these  observations  we  have 
already  alluded  to  the  union- in  the  Bank  of  England  of 
the  two  functions  of  managing  the  currency  and  conduct- 
ing Banking  business;  to  both  these  functions  the  term 
banking  is,  in  common  parlance,  often  applied  ;  the  body 
which  undertakes  both  classes  of  duties  being  called  a  Bank 
of  Issue,  and  a  Bank  of  Deposit  and  Discount.  From  this 
use  of  the  common  term  Bank,  it  is  not  unnatural  that 
those  who  take  only  a  superficial  view  of  questions  of  this 
nature,  should  receive  the  impression  that  there  is  some 
real  similarity  of  character  in  these  respective  functions  ; 
and  that  similar  principles  of  conduct  ought  to  regulate 
the  discharge  of  them.  This  impression  will  of  course 
derive  further  confirmation  from  the  fact,  that  these 
duties  are  usually  united  in  the  same  parties,  and  that  not 
only  in  this,  but  in  almost  every  country  in  which  a 
paper-money  exists,  the  issue  of  the  paper  circulation  is 
in  the  same  hands  as  are  performing  the  ordinary  banking 
business  of  the  community.  Can  it  be  necessary,  how- 
ever, to  point  out  to  those  who  have  really  reflected  upon 
these  subjects,  the  essential  difference  which  exists  between 
these  two  functions  ?  a  difference  which  not  only  renders 
them  perfectly  distinct  from  each  other,  but  in  many 
respects  of  so  conflicting  a  nature,  that  it  seems  hardly 
possible  that  the  administration  of  the  two  can  be  safely 
confided  to  the  same  hands. 
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A  Bank  of  Issue  is  entrusted  with  the  creation  of  the 
circulating  medium. 

A  Bank  of  Deposit  and  Discount  is  concerned  only 
with  the  use,  distribution,  or  application  of  that  circulating 
medium. 

The  sole  duty  of  the  former  is  to  take  efficient  means 
for  issuing  its  paper  money  upon  good  security,  and  regu- 
lating the  amount  of  it  by  one  fixed  rule. 

The  principal  object  and  business  of  the  latter  is  to 
obtain  the  command  of  as  large  a  proportion  as  possible 
of  the  existing  circulating  medium,  and  to  distribute  it  in 
such  manner  as  shall  combine  security  for  repayment 
with  the  highest  rate  of  profit. 

That  these  two  functions  are  perfectly  separate  and 
distinct,  and  that  there  is  no  connexion  between  them 
which  renders  it  necessary  that  they  should  be  adminis- 
tered by  the  same  parties,  is  clear.  A  very  short  explana- 
tion will  be  sufficient  to  show  that  they  are  in  many 
respects  conflicting  duties. 

The  history  of  what  we  are  in  the  habit  of  calling  the 
t6  state  of  trade "  is  an  instructive  lesson.  We  find  it 
subject  to  various  conditions  which  are  periodically 
returning  ;  it  revolves  apparently  in  an  established  cycle. 
First  we  find  it  in  a  state  of  quiescence, — next  improve- 
ment,— growing  confidence, — prosperity, — excitement, — 
overtrading, —  convulsion,  —  pressure,  —  stagnation,  —  dis- 
tress,— ending  again  in  quiescence. 

Now  during  the  progress  of  trade  through  this  circular 
course,  what  is  the  necessary  situation  and  the  inevitable 
conduct  of  the  Banker  ?  The  connection  between  him 
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and  his  customers  is  necessarily  very  close  and  intimate, 
they  must  sympathise  with  each  other's  views  and  feel- 
ings, and  act  to  a  considerable  degree  in  concert.  When 
confidence  is  increasing,  the  spirit  of  enterprise  beginning 
to  expand  itself,  when  hope  in  all  its  forms  is  coming  into 
active  operation,  when  prices  are  rising,  profits  increasing, 
and  every  merchant  or  tradesman,  with  a  view  of  benefit- 
ing by  these  circumstances,  is  desirous  of  extending  his 
operations, — the  Banker  is  looked  to  by  his  customers  to 
act  in  concert  with  them,  to  facilitate  their  operations, 
and  to  distribute  amongst  them  all  the  aid  which  the 
extent  of  his  resources  enables  him  to  command.  It 
would  be  difficult  to  show  that  it  is  not  his  duty,  properly 
understood,  to  obey  this  call,  and  to  assist  the  expanding 
energies  of  trade  ;  at  all  events  it  would  be  practically 
impossible  for  him  to  act  otherwise  ;  he  must  conform  to 
the  tendency  of  circumstances  about  him  ;  he  must  breathe 
the  atmosphere  of  opinion  which  surrounds  him.  and 
suffer  himself  to  be  moved  onward  by  the  stream  of  events 
in  which  he  is  placed.  For  the  practical  truth  of  this  view 
we  may  safely  appeal  to  the  experience  of  all  who  are  con- 
versant with  business  of  this  nature.  A  Banker  cannot 
contract  his  accommodation  at  a  period  when  the  whole 
trading  and  mercantile  world  are  acting  under  one  com- 
mon impetus  of  expansion.  If  under  these  circumstances 
the  Banker,  in  addition  to  what  may  be  properly  called 
his  ordinary  and  legitimate  resources,  is  also  entrusted 
with  the  power  of  issuing  paper-  money  ad  libitum  ;  is  it 
not  inevitable  that  he  should  abuse  that  power  ?  Can  we 
expect  that  under  such  circumstances,  whilst  all  his  other 
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resources  are  strained  to  the  utmost  for  the  accommoda- 
tion of  his  customers,  he  will  still  keep  a  firm  and  unyield- 
ing restraint  over  the  amount  of  his  issues?  Will  he, 
under  such  temptations,  in  no  respect  confound  or  compro- 
mise his  respective  duties  as  a  Banker  of  Issue  and  a 
Banker  of  Deposit  and  Discount?  Or  must  we  not 
rather  conclude,  whether  we  look  to  the  principles  of 
human  conduct,  or  draw  our  conclusions  from  the  lessons 
of  experience,  that  he  will  certainly  blend  together  his 
Deposits  and  Circulation  on  the  one  side,  his  Gold  and  his 
Securities  on  the  other,  and  thus  produce  an  account 
which  shall  throw  a  plausible  appearance  over  the  abusive 
use  which  he  is  making  of  his  power  as  an  Issuing  Banker  ? 
Look  to  the  published  accounts  of  the  Bank  and  to  their 
avowed  rule  of  conduct.  "  Habes  confitentem  reum." 
The  effect,  of  course,  of  such  an  application  by  the  Banker 
of  his  power  to  issue  will  be  to  give  a  further  stimulus  to 
the  existing  tendencies  of  the  trading  world,  and  ulti- 
mately to  aggravate  the  convulsion  to  which  they  must 
lead. 

Such  we  conceive  to  be  the  inevitable  consequence  of 
combining  the  issue  of  paper  money  with  ordinary  bank- 
ing functions ;  and  probably  much  of  the  intensity  which 
characterises  the  commercial  convulsions  of  this  country 
may  be  justly  attributed  to  this  cause.  "Were  the  manage- 
ment of  our  paper  issues  effectually  separated  from  all 
other  business,  and  entrusted  to  a  body  having  no  other 
function  to  perform,  their  variations  would  be  wholly 
disconnected  from  those  sinister  influences  to  which  we 
have  alluded ;  under  such  management  the  strict  rule  of 
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principle  would  not  be  allowed  to  bend  to  the  expecta- 
tions of  a  sanguine  community,  and  thus  one  important 
cause  of  mischief  would  be  altogether  removed;  whilst 
the  crisis  which  must  follow  would  probably  be  limited  in 
its  extent  and  intensity  by  an  earlier  and  more  steady 
application  of  the  restrictive  power.  The  tendency, 
wherever  this  union  of  issue  and  banking  takes  place,  to 
produce  mutual  interference  and  confusion,  is  abundantly 
evident  throughout  Mr.  Palmer's  pamphlet.  The 
accounts  are  not  intelligible  until  the  separation  has  been 
effected,  and  the  reasonings  appear  unsatisfactory  because 
this  distinction  is  not  steadily  kept  in  view.  A  reduction 
of  deposits  is  deemed  a  sufficient  set-off  against  a  reduced 
amount  of  bullion ;  and  the  duty  of  extending  aid  to  the 
trading  world  and  supporting  mercantile  credit  is  deemed 
a  sufficient  justification  of  increased  issues  in  the  face  of  a 
large  diminution  of  treasure. 

Let  us  not,  however,  be  unjust  to  the  Bank ;  she  is 
in  the  situation  of  the  Banker  which  we  have  described. 
She  is  a  public  body,  performing  banking  functions,  and 
in  that  character  she  must  partake  of  the  feelings,  attend 
to  the  wants,  and  obey  the  expectations  and  demands  of 
the  community  in  which  she  exists.  The  calls  which 
have  lately  been  made  upon  her  to  support  mercantile 
credit  have  been  urgent  and  imperative ;  in  her  banking 
capacity  she  has  been  under  the  necessity  of  meeting 
those  calls  to  the  utmost  extent  of  her  means ;  and  it 
would  be  well  for  the  public  interests  that  she  should  do  so, 
if  among  those  means  there  did  not  unfortunately  exist  a 
power  over  the  paper  issues  of  the  country.  A  diminishing 
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amount  of  treasure  requires  a  diminished  amount  of 
circulation ;  the  struggling  and  convulsive  calls  of 
commerce  equally  demand  augmented  accommodation ; 
how  is  she  to  meet  these  conflicting  claims,  how  is  she 
to  perform  these  opposite  and  inconsistent  duties? 
With  the  view  of  discharging  her  first  duty,  she  com- 
pels the  Government  to  raise  the  interest  on  exchequer 
bills,  and  thus  realises  her  securities;  but  here  Com- 
merce interposes  and  carries  away  under  the  form  of 
discount  what  was  intended  to  go  to  the  reduction  of 
circulation ;  and  thus  the  last  condition  of  the  Old 
Lady  becomes  worse  than  her  first.  Such  is  the  inevi- 
table consequence  of  entrusting  to  the  same  body  duties 
which  are  different  in  their  nature,  which  are  to  be 
regulated  by  different  rules,  and  which  give  rise  to 
conflicting  motives. 

X.  In  conclusion, — as  a  means  of  obviating  in  some 
degree  the  recurrence  of  a  state  of  things  similar  to  that 
which  we  are  now  discussing,  Mr.  Palmer  suggests  the 
necessity  of  some  legislative  interference  to  restrict  the 
operations  of  the  Joint- Stock  Banks,  and  to  check  the 
facility  of  dealing  in  foreign  securities  in  this  country. 

The  transactions  on  the  Foreign  Stock-Exchange  are 
objected  to,  as  tending  to  disturb  the  state  of  the 
exchanges  between  this  and  other  countries,  and  thus  to 
embarrass  the  Bank  of  England  in  the  management  of 
the  circulation,  and  the  propriety  of  some  legislative 
interference  to  check  this  evil  is  suggested.  We  are 
unable  to  perceive  either  the  reasonableness  of  the  complaint 
or  of  the  remedial  measure  called  for.  The  propriety  of 
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these  transactions  in  themselves,  or  their  influence  upon 
the  morals  or  other  interests  of  the  community  may  be 
a  very  proper  subject  of  inquiry  for  the  Moralist  or  the 
Statesman ;  but  such  considerations  are  wholly  imperti- 
nent to  the  present  discussion.  We  have  to  consider 
these  transactions  only  in  so*  far  as  they  tend  to  interfere 
with  the  power  of  duly  regulating  the  paper-currency  of  the 
country.  Here  we  must  again  advert,  even  at  the 
hazard  of  apparently  needless  repetition,  to  that  great  but 
simple  principle,  the  want  of  an  adequate  attention  to 
which  seems  to  us  to  be  the  real  source  of  many  imper- 
fect views  and  erroneous  conclusions.  The  sole  duty  to 
be  performed  in  regulating  a  paper-currency  is  to  make  its 
amount  vary,  as  the  amount  of  a  currency  exclusively 
metallic  would  vary  under  the  same  circumstances.  By 
what  means,  or  in  what  respect,  do  the  transactions  on 
the  Foreign  Stock-Exchange  interfere  with  the  perform- 
ance of  this  duty  ?  Would  such  transactions  take  place 
under  a  metallic  currency  ?  If  not,  then  the  paper-cur- 
rency, which  admits  of  their  existence,  must  be  improperly 
regulated.  But  if  these  are  transactions  which  would  take 
place  under  a  metallic  currency,  then  the  effects  which 
they  would  produce  upon  such  metallic  currency,  they 
ought  to  be  permitted  to  produce  equally  upon  a  paper- 
currency.  The  utmost  that  can  be  expected  from  a  paper- 
currency  is  that  it  shall  be  the  medium  of  adjusting 
the  various  transactions  of  a  country  without  greater 
inconvenience  to  the  community  than  would  arise  under 
a  metallic  circulation.  To  complain  that  a  paper  circu- 
lation is  unable  to  sustain  itself  under  circumstances  which 
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would  equally  occur  under  a  metallic  circulation,  is  to 
acknowledge  that  the  paper  circulation  is  inefficient  for  its 
purpose,  and  therefore  that  it  is  under  imperfect  or  erro- 
neous management.  On  the  other  hand,  to  attempt  to 
limit  the  fluctuations  of  the  paper  money  to  narrower 
bounds  than  those  within  which  a  metallic  currency  would 
have  oscillated,  is  an  empirical  procedure,  not  founded 
upon  sound  principles,  and  which  could  lead  to  none  but 
the  most  dangerous  results. 

In  the  views  of  Mr.  Palmer  respecting  the  influence  of 
Foreign  Stock  transactions  upon  the  management  of  the 
currency,  we  are  mistaken  if  we  do  not  discover  a  mixture 
of  both  these  feelings.  He  is  apprehensive  that  under  its 
present  management  the  paper  currency  of  this  country 
cannot  sustain  the  violent  disturbance  which  arises  out  of 
Foreign  Stock  transactions ;  and  he  is  also  under  a  feeling, 
vague  and  undefined  perhaps,  of  desire  to  protect  the 
paper  circulation  of  the  Bank  from  oscillations,  which 
there  is  no  reason  to  suppose  a  metallic  circulation  would 
escape. 

XI.  With  respect  to  the  other  suggestion  it  may  be 
observed,  that  undoubtedly  an  adherence  to  sound  princi- 
ple would  lead  to  the  conclusion,  that  the  issues  of  paper- 
money  should  be  confined  to  one  body,  entrusted  with 
full  power  and  control  over  the  issues,  and  made  exclu- 
sively responsible  for  the  due  regulation  of  their  amount. 
But  the  practice  in  this  country  has  deviated  so  widely 
from  this  rule,  and  has  become  by  long  usage  so  deeply 
associated  with  the  habits  and  prejudices  of  the  commu- 
nity, that  we  fear  we  must  not  now  attempt  altogether  to 
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eradicate  it.  However  sound  the  principle  of  entrusting 
the  exclusive  power  over  the  paper-circulation  of  the 
country  to  one  body,  the  change  which  the  adoption  of  it 
would  require  in  our  established  usages  and  course  of 
business  would  necessarily  be  attended  with  many  very 
serious  inconveniences,  and* it  seems  hopeless  to  expect 
that  the  country  can  be  induced  to  make  the  attempt. 
The  peculiar  system  which  has  hitherto  existed  in  this 
country,  that  of  one  leading  and  central  issuer  surrounded 
by  a  multitude  of  smaller  subordinate  issuers,  must,  we 
presume,  be  continued ;  and  all  that  can  now  be  done  is 
to  offer  suggestions  for  the  purpose  of  diminishing  the 
inconveniences  which  must  attend  so  imperfect  a  system, 
and  rendering  it  as  effectual  for  good  as  possible.  With 
this  view  it  seems  important  to  direct  the  attention  of  the 
public  to  the  following  points. 

1.  The  propriety  of  securing,  strengthening,  and  if 
possible,  extending  the  monopoly,  as  regards  currency,  of 
the  central  issuer,  with  the  view  of  rendering  the  indirect 
control  which  she  can  exercise  over  subordinate  issuers 
more  powerful  and  effectual. 

2.  The  propriety  of  making  some  gradual  approach 
towards   the   separation   of  banking  functions  from  the 
management  of  currency,  with  the  view  of  rendering  the 
body  which  undertakes  the  latter  duty  free  from  all  con- 
flicting interests  and  motives,  and  at  the  same  time  making 
her  responsibility  distinct  and  complete,  and  the  nature  of 
her  proceedings  simple  and  easily  understood. 

3.  The   propriety,    in    the  mean  time,  of   a  distinct 
separation  in  the  accounts  of  the  Bank  of  the  manage- 
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ment  of  currency  from  every  other  branch  of  her  business, 
of  subjecting  the  superintendence  of  this  Department  to 
a  separate  Committee  of  Currency,  and  of  associating 
with  this  Committee  a  representative  of  the  Government, 
whose  presence  should  always  be  requisite  to  constitute 
this  Committee  efficient  for  business. 

The  effect  of  such  a  regulation  would  be  to  check 
that  tendency,  which  will  inevitably  exist  in  every  body 
which  combines  the  functions  of  banking  with  the  issue 
of  paper-money,  to  consider  the  amount  of  her  issues  as 
liable  to  vary  in  accordance  with  her  own  wants,  and  to 
be  rendered  subservient  to  her  own  convenience;  thus 
neglecting,  or  at  least  partially  suspending,  that  one  great 
principle  by  an  exclusive  reference  to  which  all  paper 
issues  ought  to  be  regulated.  The  presence  of  a  Member 
of  the  Government  in  all  the  deliberations  of  this  Com- 
mittee would  prevent  the  Bank  in  any  tendency  to  abuse 
her  power  over  the  currency  for  the  promotion  of  her 
banking  purposes,  and  the  Bank  would  exercise  a  similar 
restraint  over  the  Government.  Add  to  this  a  full  and 
intelligible  publication  of  the  proceedings  of  this  Com- 
mittee, and  the  public  will  thus  be  enabled  to  exercise  a 
sufficient  control  over  this  body  in  any  case  in  which  it 
may  be  conceived  that  the  two  parties  united  can  have  a 
common  interest  in  neglecting  their  duty  to  the  public. 

These  suggestions  are  thrown  out  for  the  purpose  of 
exciting  reflection  and  discussion,  and  not  under  the  pre- 
sumptuous impression  that  they  are  in  themselves  com- 
plete. Most  happy  will  the  author  of  them  be  to  find 
that  they  have  the  effect  of  rousing  the  attention  of  more 
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powerful  minds  to  this  important  but  difficult  subject. 
Much  national  loss,  as  well  as  much  individual  but  exten- 
sive misery,  may  be  prevented  by  placing  the  monetary 
system  of  this  country  upon  a  more  sound  basis  than  that 
upon  which  it  at  present  rests.  The  events  which  have 
occurred  in  connection  with*  the  late  pressure  upon  the 
monied  and  mercantile  interests  are  full  of  instructive 
illustrations  of  the  effects,  both  beneficial  and  otherwise, 
of  our  present  system,  and  the  evil  consequences  of  this 
pressure  will  be  as  nothing  compared  with  its  benefits,  if 
amongst  these  we  shall  be  enabled  to  reckon  an  increased 
degree  of  intelligence  upon  subjects  connected  with  cur- 
rency, and  a  nearer  approximation  to  sound  principles  in 
the  management  of  our  paper  issues.  In  the  humble  but 
earnest  desire  of  contributing,  however  feebly,  towards 
this  end,  these  remarks  have  been  penned,  and  the  writer 
of  them,  having  no  object  in  view  but  the  establishment 
of  truth,  as  sincerely  hopes  that  their  errors  may  be  fully 
exposed,  as  he  trusts  their  merits,  if  they  have  any,  may 
be  fairly  appreciated. 


THE    END. 
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UN  ITY 


Where  there  is  much  desire  to  learn,  there  of  necessity- 
will  be  much  arguing,  much  writing,  and  many  opinions :  for 
opinion  in  good  men  is  but  knowledge  in  the  making. 

MILTON. 


I  confidently  hope  that  no  fallacious  reasoning  will  be 
listened  to ;  that  we  shall  at  last  open  our  eyes  to  the 
dangers  that  beset  us — that  we  shall  examine  coolly,  and 
decide  manfully. 

EIOABDO. 

January,  1st,  1840. 


REMARKS, 


ETC. 


CHAPTEK  I. 

On  the  Management  of  the  Circulation  previous  to  1839. 

IT  has  been  observed  that  the  history  of  England  is 
emphatically  the  history  of  progress.  It  is  the  history  of 
a  constant  movement  of  the  public  mind,  producing  a 
constant  change  in  the  institutions  of  a  great  society. 
The  subject  of  Currency  does  not  constitute  an  exception 
to  this  remark.  Upon  all  questions  having  reference  to 
the  management  of  the  circulation,  and  the  principles 
upon  which  it  should  be  regulated,  the  public  mind  has 
long  been,  and  still  continues,  in  a  state  of  transition ; 
whilst  the  history  of  our  legislation  upon  this,  as  much  as 
upon  most  other  branches  of  public  policy,  is  emphatically 
a  history  of  progress. 

The  abandonment,  however,  of  ancient  prejudices  for 
more  enlightened  views  has  hitherto  been  far  from  com- 
plete. The  true  principles  of  currency  are  by  no  means 
universally  recognized  in  the  present  day,  and  even  those 
who  in  theory  embrace,  and  indeed  strenuously  maintain, 
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what  we  conceive  to  be  the  true  faith  on  this  subject 
exhibit  a  striking  want  of  confidence  and  firmness  when 
called  upon  to  carry  their  principles  into  practice.  The 
errors  and  inconsistencies  which  pervade  the  discussion 
of  this  subject  in  almost  all  our  public  journals,  and  from 
which  our  parliamentary  debates  are  not  wholly  free, 
afford  sufficient  proof  of  the  former  part  of  our  remark  ; 
whilst  the  anomalous  state  in  which  the  paper  issues  of 
this  country  are  still  suffered  to  remain,  and  the  faltering 
and  hesitation  exhibited  by  the  Bank  of  England  under 
the  action  of  a  heavy  drain  upon  her  bullion,  are  striking 
examples  of  that  inconsistency  in  measures,  which  arises 
from  the  want  of  sufficient  confidence  in  the  truth  of  the 
principles  on  which  they  depend.  Such  is  the  vacillating 
and  unstable  condition  of  the  human  mind  during  the 
transition  from  old  errors  to  new  truths.  The  force  of 
habit  and  the  influence  of  former  convictions  are  not 
easily  overpowered ;  and  the  hold  which  new  doctrines 
obtain  upon  the  public  mind  remains  precarious  and  incom- 
plete, until  the  conclusive  testimony  of  experience  can  be 
brought  to  their  support. 

j  g  A  short  reference  to  the  progress  of  public  opinion 
upon  questions  of  currency,  and  to  its  present  state,  will 
afford  a  further  illustration  of  these  remarks. 

During  the  period  of  the  suspension  of  cash  payments, 
the  public  was  in  a  state  of  very  imperfect  information 
upon  the  subject  of  currency.  The  doctrines  of  the 
Bullionists,  it  is  true,  had  been  propounded ;  but  they 
had  not  then  succeeded  in  making  any  effectual  impres- 
sion upon  the  community  at  large.  Silent  contempt  in 
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some  quarters,  and  jealousy  and  suspicion  amounting 
almost  to  animosity  in  others,  was  the  reception  which 
they  generally  met  with ;  until  the  discussions  of  IS  1 9 
preparatory  to  the  resumption  of  cash  payments,  and  an 
examination  of  the  phenomena  presented  during  the 
period  of  suspension,  produced  a  great  change  in  the 
tone  of  public  opinion  on  this  subject. 

Previously  to  that  time,  the  self-styled  practical  men 
rather  than  the  abstract  reasoners  were  the  popular 
oracles  of  the  day ;  and  the  prevalent  impressions  were 
derived  almost  entirely  from  their  views  and  doctrines. 
The  important  consequences  dependent  upon  variations 
in  the  amount  of  the  circulating  medium,  and  the  mode 
in  which  these  influence  the  state  of  prices,  the  fluctu- 
ations in  the  exchanges,  and  the  drain  upon  the  Bank 
for  bullion,  were  very  imperfectly  apprehended.  Conse- 
quently the  true  character  of  that  most  important 
measure,  the  suspension  of  specie  payments ;  the  nature 
of  the  new  position  in  which  it  placed  the  Bank,  and  of  the 
new  duties  on  the  part  of  the  Directors  of  the  Bank,  which 
arose  out  of  it,  could  not  be  properly  understood.  The 
general  impression  entertained  with  respect  to  the  duty 
which  the  Bank  had  to  perform  in  the  regulation  of  the 
currency,  was  of  a  very  vague  and  undefined  character ; 
and  it  was  met,  not  unnaturally,  on  the  part  of  the  Bank, 
by  a  course  of  procedure  equally  devoid  of  reference  to 
any  distinct  or  intelligible  principle.  The  necessity  of 
paying  its  notes  in  specie  on  demand  being  suspended, 
by  what  rule  or  upon  what  principle  was  the  Bank  to 
be  guided  in  regulating  the  amount  of  its  issues  ?  This 
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was  the  question  necessarily  forced  at  that  time  upon  the 
Bank  Directors  for  their  decision,  and  upon  which  the 
public  also  were  virtually  called  upon  to  exercise  their 
judgment. 

The  view  taken  on  this  point  by  the  Bank,  and 
acquiesced  in,  apparently,  by  the  public,  can  be  best 
stated  in  the  words  of  those  who  were  the  leading  Direc- 
tors of  the  Bank  at  that  time.  When  the  Parliamentary 
Committee  was  appointed  in  1819  to  consider  the  expe- 
diency of  resuming  cash  payments,  they  called  before 
them  Mr.  Harman,  the  late  Governor  of  the  Bank  of 
England,  and  Mr.  Dorrien,  the  then  Governor.  The 
views  of  these  gentlemen  may  be  fairly  taken  as  those  by 
which  the  Bank  had  been  guided  during  the  suspension 
period  in  the  management  of  the  circulation,  and  especially 
in  the  regulation  of  its  amount. 

Mr.  Harman  is  asked, — 

"  What  is  the  indication  of  there  being  circulation  enough  in  the 
"  country,  neither  too  little  nor  too  much,  and  what  the  regulator 
"  that  determines  that  sufficiency  ?"  "  If  it  is  meant  to  allude  to 
"  discounts,  I  should  have  only  the  old  answer  to  give  ;  undoubtedly 
"good  paper  being  sent  into  the  Bank  for  discount,  of  which  we 
"  must  judge  the  best  we  can,  that  is  the  criterion  ;  I  take  for 
"  granted  that  established  houses  of  good  character  would  not  come 
"  to  the  Bank  to  pay  five  per  cent,  for  money,  if  they  did  not 
"  want  it." 

"What  regulates,  in  your  opinion,  the  amount  of  circulating 
"  medium  which  is  necessary  for  the  purposes  of  the  country ;  is  it 
"  the  amount  of  revenue  and  expenditure  and  the  general  amount  of 
"  foreign  trade  in  the  country,  or  on  what  other  circumstances  does 
"  the  amount  of  the  circulating  medium  depend  ?"  "  I  should  think 
"  decidedly  what  has  been  suggested,  the  amount  required  for  the 
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"  revenue,  and  the  general  expenditure,  and  also  what  is  wanted  for 
"  inland  and  foreign  trade." 

"  Do  you  think  that  the  increase  of  the  issues  of  paper  would  not 
"  increase  prices  1 "  "I  think  an  undue  increase  of  the  issues  of  paper 
"  decidedly  would  increase  prices." 

"  What  do  you  mean  by  undue  in  that  sentence  1 "  "  The  mean- 
"  ing  of  the  word  '  undue  '  in  that  sentence  is  an  over-issue  ;  if  more 
"  paper  is  issued  than  the  honest  real  wants  of  the  public  require, 
"  that  certainly  would  have  an  unfavourable  effect  upon  prices." 

"  Do  you  mean  by  that,  more  paper  issued  than  private  individuals 
"  may  employ  with  profit  to  themselves  ] "  "  More  paper  issued  than 
"  private  individuals  may  employ  with  just  profit  to  themselves  ;  if 
"  so  large  a  sum  of  paper  is  issued  as  to  induce  men  to  speculate  im- 
"  properly,  that  I  should  say  was  an  undue  issue." 

"  State  what  you  consider  to  be  the  criterion  of  a  superabundant 
"  issue  1 "  "  The  criterion  of  a  superabundant  issue  is  when  money 
"  will  not  produce  a  sufficient  interest.  I  think,  when  in  fact  there 
"  is  no  demand  for  money,  it  will  very  soon  discover  itself  in  the 
"  money-market,  whether  there  is  a  superabundance  or  not." 

"  In  what  manner  ? "  "  It  will  be,  if  I  may  use  the  phrase, 
"  hawked  about  at  a  lower  rate  of  interest  than  is  usual." 

"  Do  you  think  that  the  foreign  exchanges  are  effected  by  any 
{t  considerable  increase  or  diminution  in  the  amount  of  the  issues 
"  of  the  Bank  of  England?"  "  I  cannot  say  that  I  have  ever  thought 
"  that  they  are." 

"  With  a  view  to  what  immediate  effect  would  the  Bank  reduce 
"  their  issues  ? "  "To  the  consideration  of  their  own  security,  and  to 
"  make  themselves  as  independent  as  possible,  in  order  that  if  there 
"  should  be  a  run  upon  them  they  should  have  the  means  of  fulfilling 
"  their  engagements.  Putting,  as  the  Committee  invite  me  to  do, 
"  the  consideration  of  the  public  out  of  view,  it  would  then  be  for  the 
ft  safety  of  the  Bank  exclusively  that  I  should  act,  and  therefore 
"  reduce  the  issues  at  all  events,  that  we  might  fulfil  our  own 
'*  engagements." 

"  Would  it  be  with  a  view  to  facilitate  the  purchase  of  gold  by 
"  the  reduction  of  its  price  in  the  market  ?  "  "  That  would  not  be 
"  my  first  object ;  an  extravagant  lowering  of  the  amount  of  paper 
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"  would  very  likely  have  the  effect  of  lowering  the  price  of  gold, 
"  but  inasmuch  as  we  withdrew  from  circulation  our  paper,  the 
"  means  we  already  possess  would  be  more  equivalent." 

Mr.  Dorrien  is  asked, — 

"Is  the  Committee  to  understand  that  the  Bank  of  England 
"  regulate  their  discounts  solely  by  a  view  to  the  nature  of  the  trans- 
"  action  and  the  state  of  the  parties,  and  not  with  any  view  to  the 
"  state  of  foreign  exchanges  ?  "  "  If  a  house  which  is  in  the  constant 
"  habit  of  dealing  in  exchanges  were  to  send  in  a  large  sum  for 
"  discount,  at  a  time  that  the  exchanges  were  unfavourable  to  the 
"  country,  it  certainly  would  become  a  part  of  the  consideration." 

"  Is  that  because  such  a  state  of  exchange  might  affect  the  credit 
"  of  the  house  ?"  "No  ;  with  reference  to  the  good  of  the  country 
"  at  large." 

"  Then  the  discounts  of  the  Bank  of  England  are  influenced  by  a 
"  view  to  foreign  exchanges,  in  a  case  where  the  applicants  for  dis- 
"  count  are  foreign  merchants  ? "  "  Where  they  are  dealers  in 
"  exchanges." 

"  Are  the  discounts  of  the  Bank  of  England  in  all  other  cases 
"  regulated  solely  by  a  regard  to  the  transaction  and  the  character 
"  of  the  parties  ? "  "  The  various  circumstances  that  bear  upon 
"  the  question,  the  solidity  of  the  party,  the  amount  of  their 
"  account,  and  the  nature  of  their  business  are  taken  into  con- 
"  sideration." 

"  In  any  other  case  than  that  you  have  stated,  would  regard  be 
"  had  to  the  state  of  the  exchanges  ?"  "  I  do  not  think  that  that  is 
"  made  a  consideration  in  a  general  way." 

*  *  *  #  * 

"  Do  you  conceive  the  effect  of  the  repayment  (by  Government 
"  of  a  portion  of  the  Bank  advances)  would  be  the  reduction  of 
"  the  issues  of  the  Bank?"  "The  Bank  is  always  ready  to  lend 
11  on  commercial  paper  that  is  legitimate  in  its  origin,  and  is  not 
"  carried  to  too  great  an  extent  by  the  parties  who  apply  for 
"  discount.  The  issues  of  the  Bank  would  be  regulated  according 
''  to  the  absolute  wants  of  the  country,  but  that  must  be  learnt  by 
"  experience." 
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The  full  import  of  these  replies  can  only  be  understood 

by  reading  them  in  connection   with   the  whole   of  the 
*  ^ 

examination  from  which  they  are  extracted ;  they  are  of  i 
themselves,  however,  sufficient  to  show  that  the  manage- 
ment of  the  circulation  during  the  period  of  suspension 
was  not  regulated  by  reference  to  any  definite  and  esta- 
blished principle.  Neither  upon  the  subject  of  the  mea- 
sure by  which  the  excess  or  deficiency  of  the  amount  of 
the  circulation  was  to  be  determined ;  nor  of  the  means  by 
which  the  circulation  when  in  excess  was  to  be  restricted ; 
nor  of  the  mode  by  which  the  amount  of  the  circulation 
affects  the  state  of  the  exchanges;  nor  of  the  principle 
upon  which  a  reduction  of  its  issues  was  calculated  to 
secure  to  the  Bank  its  competency  to  discharge  its  notes 
in  gold ;  does  it  appear  that  any  clear  and  fixed  views 
were  entertained  by  those  who  at  that  time  were  entrusted 
with  the  management  of  the  currency.  A  supposed  obli- 
gation to  meet  the  real  wants  of  commerce,  and  to 
discount  all  commercial  bills  arising  out  of  legitimate 
transactions,  appears  to  have  been  considered  as  the  prin- 
ciple upon  which  the  amount  of  the  circulation  was  to  be 
regulated;  whilst  the  single  circumstance  which,  under 
such  a  system,  could  keep  their  issues  within  any  reason- 
able bounds,  viz.  the  accidental  fact  that  the  market 

rate  of  interest,  for  bills  of  the  description  which  were 

i 

alone  discountable  at  the  Bank,  did  not  materially  or 
for  any  length  of  time  exceed  the  Bank  rate  of  discount, 
was  wholly  unobserved,  and  therefore  unappreciated  by 
them.  (See  Appendix  A.) 

A  connection  was  admitted  to  exist  between  the  state 
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of  the  exchanges  and  the  amount  of  the  circulation;  but 
no  definite  idea  was  formed  of  the  nature  of  this  connec- 
tion, nor  was  it  deemed  that  any  practical  rule  could  be 
deduced  from  it,  for  the  guidance  of  the  Bank  in  regulat- 
ing the  amount  of  its  issues. 

The  rate  of  interest  seems  to  have  been  looked  upon 
as  a  much  better  barometer  for  measuring  the  fluctua- 
tions of  the  circulation ;  whilst  a  reduction  of  its  issues 
was  held  to  be  a  measure  of  protection  to  the  Bank, 
not  so  much  on  account  of  any  influence  it  might  exer- 
cise upon  the  state  of  the  exchanges,  and  its  consequent 
tendency  to  put  an  end  to  the  inducement  for  demanding 
gold,  as  on  account  of  its  simple  effect  in  reducing  the 
absolute  amount  of  notes  which  could  be  presented  for 
gold.  Indeed,  the  doctrine  that  the  state  of  the  ex- 
changes is  influenced  by  the  amount  of  the  circulation, 
was  formally  denied  by  a  solemn  resolution  of  the  Court 
of  Directors,  passed  25th  March,  1819,  and  laid  before 
Parliament.  "  That  this  Court  cannot  refrain  from 
"  adverting  to  an  opinion,  strongly  insisted  on  by  some, 
"  that  the  Bank  has  only  to  reduce  its  issues  to  obtain 
u  a  favourable  turn  in  the  exchanges,  and  a  consequent 
"  influx  of  the  precious  metals ;  the  Court  conceives  it 
"  to  be  its  duty  to  declare  that  it  is  unable  to  discover 
"  any  solid  foundation  for  such  a  sentiment." 

It  could  not  be  expected  that  the  measures  of  a  body 
under  the  influence  of  views  so  vague  and  erroneous, 
should  be  characterized  by  wisdom  or  efficiency ;  and  an 
example  of  the  absurd  and  even  dangerous  consequences 
to  which  they  w^ere  calculated  to  lead,  was  afforded  in  the 
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measure  which  the  Bank  adopted  as  preparatory  to  a 
more  general  and  complete  return  to  cash  payments. 
Having  accumulated  a  considerable  quantity  of  specie, 
the  Bank  thought  that  the  most  natural  and  effectual 
mode  of  preparing  for  a  general  resumption  of  cash  pay- 
ments was,  to  spread  the  accumulated  store  of  specie 
throughout  the  country  by  the  intermediate  adoption  of  a 
partial  resumption.  Accordingly  she  undertook  to  pay 
all  her  notes  dated  before  a  given  day,  and  also  all  small 
fractions  of  dividends,  in  gold.  But  as  the  Bank  did 
not  understand  the  principle  upon  which  the  exchanges 
had  taken  a  favourable  turn  and  brought  the  gold  into  her 
coffers,  so  she  omitted,  when  distributing  that  gold  to  the 
public,  to  take  any  measures  for  maintaining  the  favour- 
able state  of  the  exchanges,  and  preventing  the  gold  from 
being  again  drained  out  of  the  country.  "  It  appears 
"  from  the  evidence  of  Mr.  Harman,  that  during  the 
"  whole  of  the  year  1817,  the  Bank  did  not  think  it 
"  necessary  to  make  any  reduction  of  its  issues,  either  in 
"  consequence  of  the  effect  of  foreign  loans  upon  the 
"  exchanges,  or  of  its  payments  in  gold  made  in  con- 
"  formity  to  the  notices  above  referred  to." — Lords1 
Report,  1819. 

The  man  who,  because  he  had  accumulated  an  unusual 
quantity  of  water,  thought  that  he  could  therefore  fill 
with  it  a  tub  which  had  lost  its  bottom,  was  not  more 
absurd  than  the  Bank,  in  thinking  that  the  accumulation  of 
specie  put  it  in  a  position  to  make  some  effectual  progress 
towards  a  return  to  cash  payments,  without  any  previous 
or  accompanying  measures  for  putting  a  bottom  to  its  tub 

E  2 
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by  regulating  the  exchanges.  These  soon  took  an  unfa- 
vourable turn  ;  the  Bank  parted  with  nearly  seven  million 
of  its  treasure  without  making  good  a  single  step  towards 
the  object  in  view.  In  this  position  the  Bank  of  England 
was  found  by  the  Parliamentary  Committee  of  1819, 
which  lost  no  time  in  making  a  special  report,  calling  for 
legislative  interference  to  stop  an  expenditure  of  treasure, 
which,  being  founded  upon  no  principle,  could  lead  to  no 
beneficial  result. 

Such  was,  at  that  period,  the  wisdom  of  men  who 
boasted  of  their  practical  knowledge,  and  rejected  the 
theories  of  those  who  are  sometimes  sneeringly  denomi- 
nated philosophers  and  abstract  reasoners  ;  and  it  is  pro- 
fitable to  dwell  upon  the  example,  because  the  same 
feeling  is  still  in  existence  in  the  present  day.  The 
advanced  intelligence  of  the  age,  and  the  unquestionable 
triumphs  which  theorists  have  obtained  over  their  adver- 
saries by  the  practical  realization  of  their  views,  have 
placed  them  in  a  more  advantageous  position,  and  secured 
greater  weight  to  their  authority  ;  still,  however,  the 
disposition  is  too  prevalent  to  compromise  or  to  suspend 
principles  altogether,  when  the  immediate  consequence  to 
which  they  lead,  involves  temporary  inconvenience  or 
partial  suffering  ;  and  if  at  such  a  moment  the  wavering 
are  reminded  of  the  principles  which  they  have  acknow- 
ledged, and  are  called  upon  to  maintain  their  consistency, 
the  response  is  not  unmixed  with  a  half-suppressed  but 
angry  murmur  against  the  narrow-minded  or  the  hard- 
hearted theorist.  There  are  subjects,  undoubtedly,  upon 
which 


MANAGEMENT   OF    THE   CIRCULATION,    &C.  53 

"  the  head 
"  Might  learn  a  useful  lesson  from  the  heart," 

but  the  principles  of  economical  science,  and  the  practical 
application  of  them,  is  not  the  subject  upon  which  those 
instructions  can  be  most  safely  admitted. 

II.  Here  terminates  the  dark  age  of  currency ;  and 
we  now  enter  upon  a  period  characterized  by  more 
enlightened  views.  The  Reports  of  the  Select  Committees 
of  both  Houses  of  Parliament  upon  the  expediency  of  resum- 
ing cash-payments  in  1819,  were  founded  upon  the  adop- 
tion of  the  doctrines  of  the  Bullionists ;  and  from  that  time 
it  may  be  said  that  the  principles  of  currency  as  expounded 
by  them  have  supplanted  the  so-called  practical  views 
which  had  previously  prevailed,  and  have  been  recognised 
by  the  public  sentiment  as  the  code  of  laws  by  which 
the  monetary  system  of  the  country  ought  to  be 
governed. 

Those  Reports  recognised  "  the  restoration  of  the 
"currency  of  the  country  to  a  state  of  regulation  by  its 
"  ancient  metallic  standard,"  as  an  object  of  paramount 
importance  to  the  interests  of  the  community,  and  which 
ought  to  be  accomplished  at  the  earliest  period  which 
should  be  found  safe  and  practicable. 

For  the  effectual  accomplishment  of  that  object,  the 
necessity  was  admitted  of  securing  to  the  Bank  of  Eng- 
land a  greater  power  of  controlling  the  amount  of  its 
issues,  because,  by  a  strict  regulation  of  them,  the  Bank 
would  be  enabled  to  influence  the  foreign  exchanges,  and, 
consequently,  to  secure  herself  against  an  unlimited 
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demand  for  gold.  For  the  purpose  of  giving  to  the  Bunk 
that  greater  control  over  its  issues,  it  was  recommended 
that  a  large  portion  of  the  debt  due  from  the  Govern- 
ment to  the  Bank  should  be  repaid.  A  portion  of  that 
repayment  it  was  intended  should  be  applied  by  the  Bank 
to  the  immediate  reduction  of  "its  issues,  which  was  neces- 
sary to  render  the  resumption  of  cash-payments  practi- 
cable and  safe ;  whilst  the  other  portion,  being  added  to 
the  capital  of  the  Bank  already  employed  in  mercantile 
discounts,  would  thus  be  rendered  more  immediately 
available  for  the  purpose  of  still  further  reduction  of  her 
issues,  whenever  peculiar  circumstances  or  any  unexpected 
emergency  should  render  such  a  step  necessary  for  the 
due  regulation  of  the  exchanges.  All  the  witnesses,  be 
it  observed,  and  both  the  Committees  of  Parliament, 
adopted  and  acted  upon  the  doctrine  that  issues  by  the 
Bank  upon  the  discount  of  mercantile  bills  are  more 
immediately  under  the  power  and  control  of  the  Bank, 
and  more  capable  of  being  contracted  at  her  discretion, 
than  issues  in  any  other  form,  and  more  especially  than 
issues  in  the  form  of  advances  made  to  Government. 

"  To  a  demand,  resulting  from  this  source,  (excess  of 
"  the  market-price  of  gold  above  the  Mint-price,)  every 
Ct  bank  issuing  paper  convertible  into  either  of  the  pre- 
"  cious  metals,  must  at  all  times  be  liable ;  and  unless  the 
"  market-price  of  gold  can  be  kept  within  certain  limits 
"  of  deviation  from  the  Mint-price,  either  by  the  reduction 
"  of  the  issues  of  paper,  or  by  the  effect  of  a  favourable 
66  balance  of  payments  upon  the  exchanges,  the  whole 
"  system  of  banking  must  necessarily  fall  to  the  ground." 
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"  As  it  would  be  impossible  for  any  person  to  draw 
"  bullion  from  the  Bank  except  in  exchange  for  Bank- 
"  notes,  no  demand  could  be  made  upon  the  Bank  to  any 
"  great  extent  for  gold  without  occasioning  a  scarcity  in 
"the  currency,  which  would  tend  to  raise  the  value  of 
"  those  notes,  and  to  remove  the  temptation  to  present 
"  them  in  exchange  for  bullion."—  Lords'  Report,  1819. 

"  However  the  exchanges  may  have  been  effected  in 
"  the  course  of  the  last  and  the  preceding  year,  your 
"  Committee  see  no  reason  to  apprehend  that  the  causes 
"  above  mentioned,  or  any  similar  causes,  can  continue  to 
"  affect  them  in  such  a  degree  as  to  preclude  the  Bank  of 
s(  England,  by  a  constant  reference  to  the  exchanges  and 
"  the  price  of  gold,  and  when  necessary,  by  a  cautious 
if  reduction  of  their  paper-currency,  from  gradually  ap- 
"  proximating  its  value  to  that  of  gold,  and  ultimately 
a  re-establishing  and  maintaining  it  at  par." 

"  If  the  price  of  gold  shall  remain  the  same  as  it  is  at 
"  present,  the  demand  from  the  Bank,  which  will  have  to 
si  deliver  it  at  that  price,  will  necessarily  be  very  limited, 
"  If  in  the  interval  any  causes  shall  affect  it,  and  produce 
"  a  rise  in  its  price,  the  Bank  must,  in  that  case,  contract 
ff  its  paper  either  positively,  as  compared  with  its  present 
et  amount,  or  relatively,  to  any  increased  demand  which 
"  there  may  be  for  it,  and  thus,  by  increasing  its  value 
"as  currency,  proportionately  diminish  the  inducement 
"  to  demand  gold." 

"  It  will  be  seen  by  reference  to  a  communication  made 
"  by  the  Court  of  Directors  of  the  Bank  to  the  Com- 
"  mittee,  as  well  as  from  the  whole  tenor  of  the  evidence 
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"  of  the  Directors,  who  were  examined  personally  before 
"  them,  that  they  consider  the  repayment  of  a  large 
(t  proportion  of  those  advances  essentially  necessary, 
"  preparatory  to  the  resumption  of  cash-payments.  As 
"  the  notes  which  are  issued  by  the  Bank  upon  the  dis- 
"  count  of  mercantile  bills,  revert  to  them  at  the  expira- 
"  tion  of  the  period  which  these  bills  have  to  run,  and 
"  which  never  exceeds  65  days,  it  is  clear  that  that  portion 
"  of  their  issues  can  be  extended  or  limited  at  their  dis- 
"  cretion  ;  whilst  over  the  notes  which  are  issued  in  con- 
"  sequence  of  advances  to  Government,  they  have  not 
"  practically  the  same  control.  To  whatever  extent  these 
"  advances  may  be  reduced,  the  Bank  will  gain  a  cor- 
"  responding  control  over  the  amount  of  their  circulating 
"  paper,  and  will  be  enabled  to  supply  the  diminution  of 
"  notes  thus  created  by  an  increase  of  their  issues,  either 
"  upon  the  discount  of  mercantile  bills,  or  by  the  purchase 
"  of  bullion,  or,  if  necessary,  to  make  a  reduction  in  the 
"  total  amount  of  notes  outstanding  equal  to  the  whole 
"  or  any  part  of  the  repayment." — Commons'  Report, 
1819. 

It  is  refreshing  to  dwell  upon  these  passages  from  the 
Reports  of  the  Committees,  in  contrast  with  the  state- 
ments upon  which  we  have  previously  commented.  Instead 
of  vague  rules  of  procedure,  directed  to  objects  not  clearly 
defined,  and  to  work  by  processes  wholly  unexplained ; 
we  are  here  presented  with  clear  and  definite  principles 
respective  the  management  of  the  circulation;  whilst  the 
reasons  upon  which  those  principles  depend,  the  steps 
through  which  the  anticipated  results  are  to  be  attained, 
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and  the  precise  extent  and  character  of  those  results  are 
all  fully  developed.  Doctrines,  thus  clearly  explained, 
and  arrived  at  by  the  process  of  sound  reasoning  and 
logical  deduction,  may  be  safely  embraced  with  a  degree 
of  confidence  which  no  other  considerations  would  war- 
rant ;  and  accordingly,  it  has  been  found  that  the  prin- 
ciples laid  down  in  these  Reports  have  been  verified  by 
all  subsequent  experience.  Legislative  authority  and 
sanction  was  thus  for  the  first  time  given  to  sound  prin- 
ciples of  currency ;  and  doctrines,  which  had  previously 
been  held  only  by  a  limited  number  of  reflecting  indivi- 
duals, whilst  by  the  majority  of  the  nation  they  had  been 
looked  upon  with  feelings  of  jealous  apprehension,  were 
at  length  recommended  to  the  favour  of  the  public  at 
large,  and  adopted  as  safe  guides  for  practical  action  in 
affairs  of  the  highest  importance.  From  this  period  the 
progressive  advancement  of  these  principles  has  been 
steady  and  uninterrupted  ;  the  force  of  reason,  and  the 
increasing  weight  of  experience,  have  co-operated  in 
their  support :  so  that  in  the  present  day,  the  number  of 
those  who  withhold  from  them  an  abstract  assent  is  limited, 
although  too  many  are  found  who  desert  their  standard 
in  the  hour  of  pressure,  and  either  from  an  imperfect 
perception  of  the  nature  of  those  principles,  or  from  want 
of  sufficient  confidence  in  their  certain  tendency  to  the 
ultimate  accomplishment  of  right  results,  recommend  or 
sanction  measures  utterly  irreconcileable  with  them.  It 
is  not,  however,  the  mere  going  over  the  theory  of  cur- 
rency, and  talking  learnedly  about  it,  which  will  secure 
to  us  the  advantages  of  a  well-regulated  circulation.  The 
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passive  acknowledgment  of  the  principles  of  the  subject 
is  of  little  moment,  unless  it  leads  to  the  practical  habit 
of  acting  up  to  those  principles,  and  of  making  all  our 
measures,  really  and  truly,  conform  to  them.  A  sound 
form  of  doctrine  is  little  better  than  a  tinkling  cymbal, 
unless  it  be  followed  by  a  course  of  action  consistent  with 
its  precepts. 

III.  The  next  well-defined  step  in  the  progress  of 
public  intelligence  upon  the  subject  of  currency,  was  at 
the  period  of  the  appointment  of  the  Parliamentary  Com- 
mittee, preparatory  to  the  renewal  of  the  Bank  Charter  in 
1832.  The  evidence  given  by  the  most  intelligent  of  the 
Dank  Directors  on  that  occasion  contrasts  in  the  most 
extraordinary  manner  with  the  evidence  given  under 
similar  circumstances  only  thirteen  years  before,  and 
affords  a  very  satisfactory  proof  of  the  rapid  progress 
which  sound  principles  had  made  in  the  public  mind,  and 
especially  amongst  the  Directors  of  the  Bank,  during 
that  period. 

A  very  curious  and  striking  account  of  the  circum- 
stances connected  with  this  change  of  opinion  on  the  part 
of  the  Bank,  and  the  corresponding  change  in  her  system 
of  managing  tiie  currency,  is  given  in  the  evidence  of 
Mr.  Ward.  "  In  the  year  1819  when  the  Committee  sat, 
"  there  were  some  resolutions  forwarded  to  the  Committee 
(i  from  the  Bank,  stating  some  of  the  principles  that 
"  they  had  regarded ;  and  it  will  be  recollected,  that  they 
"  distinctly  denied  the  principle,  that  the  Exchanges  were 
"  to  be  regarded  in  regulating  the  issues.  Subsequently 
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"  to  that  period,  opinions  became  changed,  and,  of  course 
"  in  the  working  of  the  machinery,  they  found  the  merits 
"  of  the  case  such  as  they  really  were ;  and  a  growing 
"  disposition  manifested  itself  to  heed,  in  a  greater  degree 
"  than  they  hitherto  had  done,  the  principle  of  exchange 
"  and  bullion;  but  in  1827  I  moved  that  that  resolution 
"  should  be  rescinded,  and  from  that  moment  I  have  con- 
"  sidered  it  the  practice  of  the  Bank,  and  it  was  the 
ee  practice  in  a  great  degree,  even  previously  to  that." 
(p.  143,  Q.  2074.)  In  a  subsequent  part  of  his  evidence 
Mr.  Ward  remarks,  "  It  was  first  considered  a  theoretical 
"  notion,  but  subsequently  it  was  found,  little  by  little, 
"  that  the  practice  did  agree  with  the  theory."  In  fact, 
the  evidence  given  by  the  then  Governor  of  the  Bank, 
Mr.  Horsley  Palmer,  and  supported  by  the  concurrent 
testimony  of  his  coadjutors,  Mr.  Ward  and  Mr.  Norman, 
would  constitute  no  bad  summary  of  the  true  principles 
of  currency ;  and  it  is  well  known  that  the  soundness  of 
views  developed  on  the  part  of  the  Bank  Directors  on 
that  occasion,  did  much  towards  conciliating  that  degree 
of  public  confidence,  which  led  to  the  renewal  of  the 
Charter.  No  doubt,  or  difference  of  opinion,  was  exhibited 
respecting  the  principles  upon  which  the  issues  of  the 
Bank  should  be  managed ;  the  only  difficulty  seemed  to 
be  respecting  the  best  and  most  efficient  mode  of  carrying 
those  principles  into  practical  operation. 

The  convertibility  of  the  notes  of  the  Bank  was  to  be 
secured,  by  regulating  the  amount  of  the  issues  with 
reference  to  the  state  of  the  Foreign  Exchanges;  and 
the  increase  or  diminution  of  gold,  in  the  hands  of  the 
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Bank,  was  to  be  taken  as  the  only  certain  and  safe  test  of 
the  favourable  or  unfavourable  state  of  the  Exchanges ; 
consequently  the  amount  of  her  paper  issues  was  to  vary 
with  a  direct  reference  to  the  fluctuations  in  the  amount 
of  bullion  in  the  possession  of  the  Bank. 

Upon  these  points  there  "was  an  universal  agreement. 
But  here,  an  important  question  arose.  The  amount  of 
the  paper  issues  of  the  Bank  is  to  be  regulated  with  refer- 
ence to  the  fluctuations  in  the  amount  of  specie;  but  by 
what  process  or  arrangement  is  this  regulation  of  the 
amount  of  the  paper  issues  to  be  most  conveniently 
and  most  efficiently  accomplished?  If  circumstances 
require  a  reduction  of  the  circulation,  how  is  the  precise 
amount  of  reduction  to  be  ascertained  and  determined? 
What  securities  is  the  Bank  to  select  for  realization? 
Upon  what  classes  is  she  to  throw  the  first  pressure  of 
her  action  ?  Difficult  questions  these  to  which  to  give  a 
satisfactory  reply ;  and  a  most  delicate  discretion  which 
is  thus  thrown  upon  the  Bank.  To  meet  this  difficulty, 
a  plan  was  suggested  by  the  Governor  and  some  of  the 
Directors,  in  their  examination  before  the  Committee, 
which  was  characterised  by  a  singularly  happy  combina- 
tion of  sound  views  of  general  principles,  with  sagacity 
and  contrivance  in  the  means  proposed  for  carrying  them 
into  effect.  It  was  proposed  to  take  e(  the  period  of  a  full 
"  currency  and  consequently  a  par  of  Exchange,"  and  to 
invest  and  retain  in  securities  two- thirds  of  the  available 
funds  of  the  Bank,  and  to  hold  the  remaining  third  in 
coin  and  bullion.  This  being  done,  the  Bank  was  thence- 
forth to  retain  the  aggregate  amount  of  the  securities 
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unaltered,  and  whatever  demand  might  arise  from  the 
action  of  the  public  in  presenting  notes  for  payment  was 
to  fall  exclusively  upon  the  coin  and  bullion.  "  The 
"  Bank  are  very  desirous  not  to  exercise  any  power,  but 
w  to  leave  the  public  to  use  the  power  which  they  possess, 
"  of  returning  Bank  paper  for  bullion."  (H.  P.  evidence, 
No.  78.)  By  this  means,  a  rule  of  action  was  obtained 
which  would  be  certain  and  irresistible  in  its  operation  ; 
whose  effects  would  in  all  cases  be  precisely  proportionate 
to  the  circumstances  which  called  it  into  action  ;  and 
which,  whilst  it  secured  these  results,  would  relieve  the 
Bank  from  the  necessity  of  exercising  a  discretion  in  each 
case,  and  thus  protect  her  from  unjust  misconstruction  of 
her  measures,  to  which  she  might  otherwise  be  exposed, 
and  preserve  the  public  from  the  effect  of  miscalculations 
and  errors,  into  which  the  Bank  might,  if  compelled  to 
exercise  a  discretion,  very  possibly  fall.  All  that  prin- 
ciple required,  appeared  by  this  plan  to  be  fully  satisfied ; 
whilst  the  difficulties,  which  usually  attend  the  attempt 
to  carry  on  abstract  principle  into  practical  operation, 
were  most  happily  avoided.  The  simplicity  of  the  plan 
at  once  recommended  it  to  public  approval.  It  presented 
what  had  hitherto  been  considered  the  abstruse  and  com- 
plicated principles  of  paper  currency  in  a  plain,  intel- 
ligible, and  simple  form.  All  great  advances  in  science 
are  invariably  marked  by  their  tendency  towards  simplifi- 
cation ;  although  arrived  at  by  a  laborious  progress 
through  complication  and  difficulty,  their  peculiar  merit 
is  to  present,  what  was  previously  confused,  in  an  orderly 
and  simple  form,  and  to  render  results,  attained  only  by 
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a  series  of  efforts  of  laborious  and  painful  thought,  so 
clear  and  intelligible,  that  every  one  wonders  where  the 
difficulty  was,  and  in  what  the  discovery  consists.  In 
this  respect  the  plan  we  have  now  been  considering  is 
entitled  to  rank  as  a  happy  instance  of  scientific  simplifi- 
cation. 

These  remarks,  however,  are  made  upon  the  assump- 
tion, that  the  plan  in  question  was  to  be  considered  as 
applicable  exclusively  to  the  management  of  the  currency. 
Unfortunately,  it  was  conceived  that  the  different 
branches  of  the  business  of  the  Bank  were  so  closely 
blended  and  interwoven  with  each  other,  as  to  render  it 
impossible  to  establish  a  practical  distinction  between 
those  purposes  to  which  the  rule  was  properly  applicable, 
and  those  with  which  it  had  no  legitimate  connection. 
Consequently,  in  obedience  to  a  necessity,  real  or  sup- 
posed, the  authors  of  the  rule  acquiesced  in  the  applica- 
tion of  it  indiscriminately  to  the  general  management  of 
the  whole  concern,  and  in  so  doing  they  diminished  its 
simplicity,  and  altogether  destroyed  its  efficiency.  The 
evidence  of  this  will  be  sufficiently  clear  as  we  proceed. 

In  the  available  funds  of  the  Bank,  to  be  invested  in 
the  manner  and  in  the  proportions  already  stated,  were 
included  not  only  the  funds  arising  from  the  issue  of  a 
paper  circulation  ;  but  also  the  funds  arising  from  the 
strictly  banking  operations  of  the  concern  ;  the  Deposits 
were  included  as  well  as  the  Circulation  ;  and  thus  a 
rule,  simple  and  almost  perfect  for  the  management  of  a 
paper  currency,  was  applied  to  the  double  purpose  of 
regulating  the  operations  of  a  Bank  of  Deposit,  as  well  as 
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of  a  Bank  of  Issue.  The  principles  upon  which  these  two  j 
branches  of  business  ought  to  be  conducted  are  perfectly 
distinct,  and  never  can  be  reduced  to  one  and  the  same 
rule.  Nothing  more  sound  in  principle,  nothing  morel 
safe  in  practice,  than  to  invest  a  certain  portion  of  the 
proceeds  of  a  national  paper  currency  in  fixed  securities, 
and  to  retain  the  remaining  portion  in  coin  or  bullion  ; 
taking  care  that  the  proportion  shall  be  so  fixed,  as  to 
leave  the  bullion  sufficient  to  meet  all  the  usual,  and 
indeed  all  the  reasonably  possible,  fluctuations  of  amount. 
On  the  other  hand,  the  only  rule  applicable  to  the 
management  of  banking  deposits,  is,  that  of  increasing 
investment  in  securities  as  the  deposits  increase,  and 
again  realizing  a  portion  of  those  securities,  as  the 
deposits  are  withdrawn.  The  two  things,  the  manage- 
ment of  a  paper  currency,  and  the  management  of 
banking  deposits,  cannot  be  blended  together  in  one 
system,  and  treated  as  subject  to  the  same  laws  and  to  be 
governed  upon  the  same  principle.  The  attempt  to  do  so, 
is  like  that  of  the  unskilful  chemist,  who  attempts  to  unite 
together  substances  which  have  no  affinity,  and  will  not 
combine,  and  therefore  obtains  only  a  confused  and  useless 
mixture,  where  he  looked  for  a  perfect  chemical  compound. 
The  impression  may  possibly  exist  with  some  persons 
that  the  deposits  of  the  Bank  of  England  are  different 
from  the  ordinary  deposits  of  other  concerns ;  more  fixed 
in  their  nature,  less  fluctuating  in  their  amount;  and 
therefore  not  equally  subject  to  the  rules  which  apply  to 
other  deposits.  This,  however,  is  not  the  case ;  the 
deposits  of  the  Bank  of  England  were  in 
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March,  1838  £11,535,000 

January,  1839          10,315,000 

October,  1839          6,734,000 

an  amount  of  fluctuation  probably  not  equalled  by  the 
fluctuation  in  the  deposits  of  any  other  concern  within 
the  same  period  of  time. 

Let  us  now  look  to  the  nature  of  the  consequences 
which  either  have  actually  occurred,  or  which  may  pos- 
sibly ensue,  from  the  application  of  the  rule  in  the  form 
in  which  it  has  hitherto  been  adopted  by  the  Bank. 

First  For  the  simple  and  exclusive  purpose  of  regu- 
lating the  circulation  of  the  country,  it  leaves  us 
without  any  rule  whatever;  and  accordingly  we  find, 
by  the  published  returns,  that  no  fixed  relation 
exists  between  the  amount  of  bullion  and  the  amount 
of  circulation. 

Second.  The  circulation  may  decrease  wrhilst  the  bul- 
lion is  increasing,  or  it  may  increase  whilst  the 
bullion  is  decreasing.  We  have  had  practical  ex- 
amples of  each  kind  within  the  last  few  years. 
Third.  The  bullion,  through  the  demands  of  the  depo- 
sitors, may  leave  the  Bank  coffers  in  large  amounts, 
in  fact  it  may  be  wholly  drained  out,  without  any 
contraction  of  the  circulation,  and  therefore  without 
any  effect  being  produced  upon  prices  or  foreign 
exchanges,  by  means  of  which  the  continuance  of 
the  drain  may  be  checked.  This  is  a  possibility  :  it 
cannot  strictly  be  said  to  have  occurred,  though  the 
condition  of  the  Bank  has  lately  approximated  very 
closely  to  this  state  of  things. 
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It  is  further  to  be  observed  that  none  of  these  results 
could  occur  under  the  application  of  the  rule  in  question, 
strictly  and  exclusively,  to  the  management  of  the  circu- 
lation ;  it  is  only  when  banking  transactions,  as  well  as 
those  of  currency,  are  brought  under  its  operation  that 
these  contingencies  arise. 

The  force  of  these  objections  appears  to  have  been  felt 
and  admitted  by  the  parties  from  whom  the  first  sugges- 
tion of  the  principle  emanated.  "  The  authorities  of  the 
"  Bank  did  not  imagine  that  a  reduction  of  deposits  was 
Cs  equivalent  to  a  reduction  of  circulation,  or  that  conse- 
(<  quently  their  principle  was  perfect :  they  knew  its 
"  weak  point,  viz.  that  it  allowed  an  adverse  exchange  to 
(e  be  met  by  a  diminution  of  deposits,  instead  of  by  a 
"  diminution  of  the  circulation ;  but  they  propounded  it 
"  because  it  was  the  best,  the  easiest  to  be  explained  and 
"  acted  upon,  that  they  could  venture  to  bring  forward  or 
"  hope  to  maintain." — Norman  on  Currency,  p.  80. 

We  have  now  traced  the  progress  of  public  intelligence 
upon  the  subject  of  currency,  from  the  period  when  the 
first  practical  authorities  repudiated  the  principle  of  regu- 
lation by  reference  to  the  exchanges,  until  we  have  seen  a 
complete  revolution  of  sentiment  on  this  point ;  and  a 
plan  proposed  by  the  Bank  itself,  for  rendering  the  appli- 
cation of  that  principle  simple  and  effectual. 

It  would  be  satisfactory  could  our  statement  here  ter- 
minate ;  but  the  steps  by  which  the  human  mind  advances 
from  the  dark  abysses  of  error  to  the  pure  and  elevated 
light  of  truth  are  generally  gradual  and  slow ;  nor  has  it 
been  otherwise  in  the  present  instance.  The  value  of  the 
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principle  which  we  have  embraced  has  to  a  great  extent 
been  neutralized,  in  consequence  of  a  confused  perception 
of  the  limits,  within  which  the  application  of  it  should  be 
confined ;  and  we  must  add  that  the  application  of  the 
principle,  even  as  proposed  by  the  Bank,  has  not  been 
adhered  to  in  the  hour  of  "trial  with  that  steadiness  of 
purpose  which  alone  can  prove  that  it  has  been  adopted 
under  the  influence  of  a  thorough  conviction,  and  enforced 
by  the  approving  sanction  of  the  public  judgment. 


CHAPTER  II. 

On    the   Management    of   the    Circulation     during    the 
Year  1839. 

I.  During  the  year  1836  a  combination  of  circum- 
stances subjected  the  Bank  to  a  heavy  pressure,  and  a 
serious  diminution  of  her  bullion  was  the  consequence. 
In  the  following  year  a  change  of  circumstances  produced 
the  opposite  result,  and  a  large  increase  of  her  bullion 
ensued.  Upon  an  examination  of  the  published  accounts 
of  the  Bank  during  these  periods,  it  was  contended  by 
some  parties  that  the  Bank  had  departed  altogether  from 
her  own  rule,  and  still  more  so  from  that  which  ought  to 
be  the  rule,  for  the  management  of  the  currency.  In  the 
former  year  they  urged  that  whilst  the  bullion  had  rapidly 
diminished,  the  circulation  had  not  undergone  a  cor- 
responding decrease,  and  the  securities  had  actually 
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increased.  In  the  latter  year,  it  was  observed  that 
whilst  the  bullion  was  rapidly  increasing,  the  circula- 
tion had  diminished  and  also  the  securities.  The  reply 
to  these  objections  rested  upon  the  ground  that  in  these 
years  the  accounts  of  the  Bank  were  affected  by  peculiar 
and  unusual  transactions,  to  which  the  rule  ought  not  to 
be  applied;  that  with  respect  to  the  year  1836,  if  these 
peculiar  transactions  were  struck  out,  the  accounts  would 
then  be  found  to  be  in  conformity  with  the  rule  of  the 
Bank ;  and  that  with  respect  to  the  year  1837,  the  devia- 
tion of  the  Bank  from  the  prescribed  rule  on  that  occasion 
was  necessary  as  a  corrective  of  her  previous  deviation 
(admitted  by  some  though  denied  by  others)  in  the  oppo- 
site direction  the  preceding  year.  It  is  not  necessary  now 
to  make  further  reference  to  those  discussions;  the  cir- 
cumstances which  gave  rise  to  them  have  since  been 
succeeded  by  another  series  of  events,  equally,  if  not 
more,  important ;  and  on  this,  as  on  the  previous  occa- 
sions, the  state  of  the  circulation,  and  the  conduct  of  the 
Bank  in  the  regulation  of  it,  become  most  important  and 
interesting  subjects  of  inquiry. 

Fortunately,  on  this  last  occasion  we  are  not  liable  to 
be  embarrassed  by  those  peculiarities  which  were  stated  to 
affect  the  preceding  periods ;  there  are  no  peculiar  trans- 
actions, so  far  as  the  public  are  informed,  calculated  to 
make  the  accounts  tell  a  delusive  tale,  as  in  1836  ;  neither 
can  any  rectification  of  previous  misconduct  be  urged  as 
necessitating  a  course  directly  opposed  to  that  which  prin- 
ciple would  otherwise  require,  as  in  1837.  The  accounts 
of  the  two  last  years,  we  presume,  may  be  taken  as  giving 
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a  true  and  correct  view  of  the  condition  of  the  Bank,  at  a 
time  and  under  circumstances  when  there  has  existed  no 
peculiar  cause  to  justify  an  apparent  departure  from  those 
which  she  has  acknowledged  as  the  rules  of  her  conduct. 
We  are  well  aware,  in  making  this  remark,  that  the  period 
in  question  has  been  one  of  heavy  pressure  and  of  severe 
trial  to  the  Bank  ;  an  unfortunate  succession  of  two  bad 
harvests,  a  large  importation  of  foreign  securities  from  the 
United  States,  a  peculiar  condition  of  the  money-market 
at  Paris,  have  all  acted  simultaneously  to  cause  a  heavy 
drain  upon  this  country.  In  this  respect  the  similarity  of 
the  circumstances  which  were  considered  as  augmenting 
the  difficulties  of  the  resumption  of  cash-payments  in 
1819,  and  of  the  recent  circumstances  which  have  put  our 
power  of  maintaining  those  cash-payments  to  the  severest 
test,  is  peculiarly  striking.  The  language  which  des- 
cribes the  one,  would  convey  an  equally  faithful  account 
of  the  other. 

"  This  unfavourable  state  of  the  exchanges  is  attributed 
et  by  some  persons  who  have  been  examined  before  the 
"  Committees  to  the  continued  operation  of  foreign  loans, 
"  to  the  temptation  held  out  by  a  high  rate  of  interest  to 
"  the  investment  of  British  capital  in  foreign  funds  and 
ss  foreign  speculations,  and  to  the  large  purchases  of  corn 
"  from  abroad."— Lords1  fieport,  1819. 

"  Some  of  the  witnesses  ascribe  the  unfavourable  change 
"  in  the  exchanges  to  the  effect  of  the  loans  which  had 
"  been  made  about  that  period  by  foreign  powers,  to  the 
"  remittance  of  British  capital  for  the  purpose  of  being 
u  invested  in  foreign  securities  and  foreign  commercial 


MANAGEMENT    OF    THE    CIRCULATION,  &C.  69 

rt  enterprise,  and  to  the  effects  of  a  very  large  importation 
"  of  corn  in  the  course  of  the  last  year." — Commons' 
Report,  1819. 

The  fact  is,  that  the  severe  trials  to  which  our  monetary 
system  must  be  occasionally  subjected,  will  always  arise 
from  these  or  from  very  similar  causes ;  and  whatever  be 
the  rule  for  the  management  of  the  circulation,  it  must  be 
one  which  will  hold  good  under  trials  of  this  nature. 
Rules,  indeed,  are  made  for  periods  of  difficulty ;  in  ordi- 
nary circumstances  things  will  usually  manage  them- 
selves ;  and  it  is  only  when  pressed  by  untoward  circum- 
stances, or  drawn  aside  by  strong  temptation,  that  we 
require  a  reference  to  principle,  or  the  authority  of  recog- 
nised rules,  to  confine  us  to  our  right  course.  We  think, 
therefore,  that  it  will  not  be  deemed  unreasonable  to 
select  the  past  year  as  the  period  during  which  to  exa- 
mine the  course  of  the  Bank,  for  the  purpose  of  ascer- 
taining how  far  the  rule  of  the  Bank  for  the  management 
of  the  circulation  is  sufficient ;  and  how  far  there  exists 
on  the  part  of  the  Bank  and  the  public  that  conviction  of 
the  soundness  of  the  rule  which  is  necessary  to  secure  a 
faithful  adherence  to  it. 
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BANK    OF    ENGLAND. 

Average  of  Three  Months. 


Circulation. 

Deposits. 

Securities. 

Bullion. 

1838. 
llth  January  .... 
8th  February  ... 
8th  March  

17,900,000 
18,206,000 
18,600,000 

10,992,000 
11,266,000 
11,535,000 

22,606,000 
22,569,000 
22,792,000 

8,895,000 
9,543,000 
10,015,000 

18  987  000 

11  262000 

22  838  000 

10  126000 

4th  May  . 

19  084  000 

1  1  006  000 

22  768  000 

10002000 

1st  June  
29th  June  
26th  July 

19,018,000 
19,047,000 
19  286  000 

10,786,000 
10,426,000 
10  424  000 

22,648,000 
22,354,000 
22  601  000 

9,806,000 
9,722,000 
9  749  000 

24th  August  
21st  September.. 
19th  October  .... 
15th  November  . 
13th  December  . 
1839. 
10th  January  ... 
7th  February  ... 
7th  March  
5th  April  
2ndMay  
30th  May     

19,481,000 
19,665,000 
19,359,000 
18,900,000 
18,469,000 

18,201,000 
18,252,000 
18,298,000 
18,371,000 
1  8,350,000 
18214000 

10,298,000 
10,040,000 
9,327,000 
8,949,000 
9,033,000 

10,315,000 
10,269,000 
9,950,000 
8,998,000 
8,107,000 
7  814  000 

22,747,000 
22,846,000 
22,015,000 
21,171,000 
20,707,000 

21,680,000 
22,157,000 
22,767,000 
22,987,000 
23,112,000 
23  543  000 

9,746,000 
9,615,000 
9,437,000 
9,339,000 
9,362,000 

9,336,000 
8,919,000 
8,106,000 
7,073,000 
6,023,000 
5  119  000 

1st  July  
25th  July.  . 

18,101,000 
18  049  000 

7,567,000 
7  955  000 

23,934,000 
24  905  000 

4,344,000 
3  785  000 

22nd  August  
19th  September. 
18th  October  .... 
12th  .November  . 
12th  December.. 

17,969,000 
17,960,000 
17,612,000 
17,235,000 
16,732,000 

8,029,000 
7,781,000 
6,734,000 
6,132,000 
5,952,000 

25,588,000 
25,936,000 
24,939,000 
23,873,000 
22.764,000 

3,265,000 
2,816,000 
2,522,000 
2,545,000 
2,887,000 

II.  The  preceding  table  presents  to  us  in  one  view 
the  fluctuations  which  have  occurred  in  the  circulation, 
deposits,  securities,  and  bullion  of  the  Bank  during  the 
years  1838  and  1839  as  they  are  at  present  rendered  to 
the  public.  This  table,  however,  would  leave  a  very 
imperfect,  if  not  erroneous,  impression  upon  those  who 
examine  it,  unless  they  also  take  into  their  consideration 
a  fact  of  a  very  peculiar,  and  at  the  same  time  of  a  very 
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important  nature,  connected  with  the  proceedings  of  the 
Bank  during  the  latter  half  of  the  past  year.  It  is  well 
known  that  when  the  Bank  became  alarmed  at  the  low 
amount  to  which  the  bullion  had  been  reduced,  without 
any  improvement  in  the  appearance  of  the  foreign  ex- 
changes, she  obtained  a  foreign  credit  to  the  amount  of 
two  millions  and  a  half;  and  it  is  generally  understood 
that  she  has  used  it  to  nearly  the  full  extent.  It  is  not 
necessary  here  to  discuss  the  propriety  or  otherwise  of 
this  measure  ;  the  effect  of  it  upon  the  account  now  before 
us  is  the  only  point  to  which  we  wish  to  draw  attention. 
By  means  of  this  credit  the  Bank  has  been  enabled  to 
sell  bills  upon  foreign  places  to  the  amount  of  it,  and  by 
the  notes  received  in  payment  for  those  bills  she  has 
effected  a  contraction  of  her  circulation  to  that  extent 
which  would  not  otherwise  have  taken  place.  Or  we 
may  view  the  effect  of  the  credit  in  another  light ;  it  has 
placed  at  the  command  of  the  Bank  that  amount  of  specie 
in  the  principal  exchange  towns  of  the  Continent,  and  has 
thus  enabled  the  Bank  to  prevent  a  drain  of  specie  upon 
her  own  coffers,  which  would  otherwise  have  taken  place 
for  the  purpose  of  remittance  to  those  quarters.  In 
whichever  way  we  look  at  the  effects  of  this  measure,  they 
are  of  a  forced  and  artificial  nature ;  and  they  enable  the 
Bank,  in  her  published  accounts,  to  present  an  appearance 
more  favourable  than  the  real  state  of  things  would  have 
been  under  the  influence  of  usual  and  ordinary  circum- 
stances only.  In  fact,  we  are  justified  in  saying,  that 
without  the  protection  of  this  peculiar  operation,  the  bul- 
lion of  the  Bank  would  have  been  completely  exhausted. 
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Now  let  us  look  at  the  tale  which  these  accounts  tell. 
What  evidence  do  they  afford  that  the  rule  of  the  Bank 
for  the  management  of  the  circulation  is  sufficient  to 
secure  the  convertibility  of  the  notes  ? 

The  drain  upon  the  bullion  has  occurred  principally 
during  the  year  1839. 

In  January  it  was          .£9,336,000 

In  October          2,525,000 

Decrease,  notwithstanding  the  foreign  credit       £6,811,000 

The  corresponding  diminution  in  the  liabilities  of  the 
Bank  has  fallen  alinostly  entirely  upon  the  deposits  ;  the 
decrease  of  the  circulation  within  the  same  period 
amounting  only  to  £600,000.  Thus  we  have  a  decrease 
of  bullion  of  very  large  amount,  and  to  so  low  a  point 
that  the  position  of  the  Bank  is  unquestionably  rendered 
insecure,  and  without  the  aid  of  the  foreign  credit  would 
probably  have  been  desperate;  whilst  the  decrease  of 
circulation,  by  which  alone  this  course  of  things  could  be 
checked,  and  the  convertibility  of  the  notes  ensured, 
amounted  only  in  October  to  the  trifling  sum  of  £600,000 ; 
and,  according  to  the  rule,  might  have  been  nothing  at 
all,  if  the  depositors  had  thought  proper  further  to  in- 
crease their  demands  to  that  extent.  Is  not  this  a  clear 
reduction  of  the  rule  to  a  practical  absurdity ;  and  a 
proof,  that  so  long  as  it  is  applied  to  the  joint  liabilities, 
and  not  to  the  circulation  exclusively,  it  affords  no 
security  whatever  ? 

As  applicable  to  this  point,  we  cannot  forbear  from 
quoting  an  observation  which  occurs  in  the  evidence  of 
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Mr.  Ward,  and  which  puts  the  true  principle  of  a  paper- 
currency  with  peculiar  clearness  and  force.  "  Iiidi- 
"  vidually,  as  a  Director  of  the  Bank,  I  do  not  presume 
l(  to  alter  the  King^s  currency,  but  I  endeavour  always 
"  to  bring  the  paper  as  nearly  as  possible  to  what  the 
"  currency  would  be  if  no  Bank  existed,  and  the  cur- 
"  rency  were  all  gold"  (p.  144,  No.  2080).  Who,  then, 
we  may  ask,  has  "presumed  to  alter  the  King's  cur- 
"  rency"  during  the  last  year,  when  we  find  by  the 
accounts  before  us  that  "had  it  been  all  gold"  the 
decrease  would  have  been  £6,800,000  :  whilst,  being  a 
paper  circulation  and  "  a  Bank  existing,"  the  decrease 
has  been  only  £600,000  ? 

III.  The  striking  improvement  which  has  taken  place 
in  the  condition  of  the  Bank  during  the  months  of 
November  and  December  does  not  in  any  respect  militate 
against  the  force  of  these  remarks.  The  heavy  drain 
upon  the  bullion  began  in  the  early  part  of  the  year  ;  the 
great  reduction  in  the  circulation  and  the  securities  takes 
place  at  the  end  of  the  year,  and  at  a  moment  when,  after 
a  long  period  of  decreasing  treasure,  the  first  indications  of 
a  return  of  bullion  begin  to  manifest  themselves.  In  the 
mean  time  several  events,  which  it  is  most  desirable  to 
obviate,  have  occurred.  First,  the  necessity  of  resorting 
to  a  foreign  credit.  Second,  a  feeling  of  distrust  re- 
specting the  stability  of  our  monetary  system  has  been 
created  throughout  the  Continent,  which  has  led  to  a 
forced  sale  upon  the  different  European  exchanges  of  all 
bills  upon  England,  and  a  suspension  in  the  execution  of 
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orders  for  the  purchase  of  British  manufactures  for 
export.  Third,  the  bullion  has  been  reduced  to  an 
amount  which  has  left  the  Bank  insufficiently  provided 
against  the  effects  of  any  demand  which  might  arise  from 
internal  and  domestic  causes.  A  demand  of  this  nature 
not  being  subject  to  regulation  upon  any  principle,  can 
only  be  met  by  the  payment  of  gold  on  the  part  of  the 
Bank  until  it  exhausts  itself.  If  the  contraction  of  circu- 
lation had  commenced  with  the  decrease  of  bullion,  in 
the  beginning  of  the  year,  when  the  circulation  was 
.£18,201,000  and  the  bullion  £9,336,000,  and  had  steadily 
accompanied  it  throughout,  these  evils  would  in  all  pro- 
bability have  been  avoided.  At  all  events  this  would 
have  been  the  legitimate  means  for  the  prevention  of 
them  ;  and  failing  the  adoption  of  this  course,  a  heavy 
share  of  the  consequent  responsibility  must  attach  to  the 
Bank. 

Against  the  actual  exhaustion  of  its  treasure  by  a 
drain  through  the  foreign  exchanges,  the  Bank  under 
almost  any  circumstances  has  the  power  of  protecting 
herself;  but  to  do  this,  she  must  produce  upon  the 
money-market  a  pressure  ruinous  from  its  suddenness 
and  severity ;  she  must  save  herself  by  the  destruction  of 
all  around  her.  The  duty,  however,  really  imposed  upon 
the  Bank  is  of  a  very  different  nature  ;  she  is  bound  not 
only  to  protect  her  treasure  from  actual  exhaustion  by 
foreign  drain,  but  also  to  preserve  it  at  such  an  amount 
as  shall  leave  her  at  all  times  prepared  to  bear  the  pro- 
bable, or  reasonably  possible,  demands  of  internal  alarm  ; 
she  must  guard  not  only  against  the  actual  calamity  of 
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suspension,  but  against  even  the  reasonable  apprehension 
of  it ;  and  at  the  same  time  the  measures  necessary  for 
this  purpose  must  be  rendered  as  little  oppressive  to  the 
trade  of  the  country  as  is  consistent  with  the  accomplish- 
ment of  the  requisite  results.  Hence  the  importance  of 
making  the  commencement  of  the  action  upon  the  circu- 
lation simultaneous  with  that  upon  the  bullion  ;  it  is  thus 
rendered  gradual  in  its  operation,  and  therefore  compara- 
tively light  in  its  effects ;  whilst  procrastination  upon 
this  subject  affords  an  opportunity  for,  and  indeed  pro- 
motes, the  occurrence  of  many  circumstances  calculated 
to  embarrass  and  obstruct  the  accomplishment  of  the  end 
in  view.  Upon  this  point,  we  have  the  experience  of  the 
past  year  to  instruct  us.  Had  an  internal  drain  upon  the 
Bank  sprung  up  during  the  months  of  August,  Sep- 
tember, or  October,  when  she  stood  in  a  difficult  position, 
and  her  store  of  specie  was  reduced  to  a  very  low  amount, 
it  is  impossible  to  say  what  consequences  might  have 
ensued.  The  convertibility  of  the  notes  might  possibly 
have  been  maintained,  but  it  would  have  been  by  the 
force  of  measures  pressing  with  ruinous  severity  upon  all 
parties  dependent  upon,  or  in  any  way  connected  with 
the  money-market.  It  is  to  protect  themselves  against 
this  contingency,  to  prevent  the  necessity  of  sudden  and 
severe  measures  on  the  part  of  the  Bank,  that  all  parties 
are  interested  in  enforcing  as  far  as  possible  an  early 
contraction  of  circulation  corresponding  with  the  first 
decrease  of  bullion.  It  is  always  wise  to  submit  to  the 
inconvenience  of  early  preventatives  rather  than  incur 
the  risk  of  a  more  distant  but  greater  evil.  The  reduc- 
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tion  of  circulation  and  securities  which  the  accounts  of 
the  Bank  now  exhibit  as  taking  place  after  the  drain  of 
bullion  has  ceased,  and  when  the  stream  is  apparently 
beginning  to  flow  in  the  opposite  direction,  are  correctives, 
which  have  lost  more  than  half  their  value  in  consequence 
of  not  having  been  sooner  resorted  to ;  and  the  adoption 
of  them  at  this  late  period  belongs  to  that  branch  of  wis- 
dom which  our  homely  proverb  describes  as  "  locking  the 
door  after  the  steed  has  been  stolen." 

IV.  But,  secondly,  what  evidence  is  there  that  the 
Bank  has  faithfully  adhered  to  her  rule  ? 

The  decrease  of  the  joint  liabilities  is  very  far  from 
equal  in  amount  to  the  decrease  of  the  bullion ;  and  if 
the  state  of  her  accounts  be  tested  by  that  which  she  has 
herself  put  forward  as  the  fundamental  law  of  her  pro- 
ceedings, viz.,  the  steady  maintenance  of  her  securities  at 
a  fixed  amount  ;  it  must  be  condemned  as  exhibiting  a 
remarkable  departure  from  the  prescribed  course. 

The  amount  of  the  securities  was  to  be  kept  fixed, 
under  ordinary  circumstances ;  but  there  might  possibly 
be  extraordinary  circumstances  in  which  a  forcible  and 
more  rapid  contraction  of  liabilities  (than  that  which  the 
simple  action  of  the  public  upon  the  Bank  would  produce) 
would  be  requisite.  Such  was  the  rule ;  what  has  been 
the  practice  ? 

The  securities  in  Jan.  1839  £21,680,000 

„  „  Oct.    „  24,939,000 

Increase  of  securities       ....          £3,259,000 
The   security  given  against  the  foreign  credit  has  no 
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doubt  been  written  off  from  this  account,  and  therefore 
the  amount  of  securities  under  a  natural  state  of  things, 
without  reference  to  the  foreign  credit,  would  stand 
higher  than  they  are  represented  in  this  account  by 
£2,500,000. 

This  increase,  it  must  be  further  observed,  has  taken 
place  during  a  period,  when,  if  such  a  contingency  can 
ever  occur,  those  "  extraordinary  circumstances5'  were  in 
course  of  occurrence  which  would  render  necessary  a 
forcible  and  more  rapid  contraction  of  liabilities. 

Nor  is  this  departure  from  fixedness  in  the  amount  of 
the  securities  a  single  or  accidental  occurrence;  it  has 
rather  the  appearance  of  a  regularly  recurring  phenome- 
non, resulting  from  some  cause,  the  constancy  of  whose 
action  indicates  an  intimate  connection  with  the  system 
upon  which  our  paper  issues  are  managed.  Before  the 
period  to  which  we  have  just  referred,  it  had  been  observed 
by  Mr.  Samson  Ricardo,  in  his  pamphlet  on  a  National 
Bank,  (p.  6),  "  that  the  decrease  of  the  bullion,  instead  of 
"  acting  upon  the  circulation  only,  in  accordance  with  the 
"  correct  principle,  or  upon  the  circulation  and  deposits 
"  together,  agreeably  to  the  rule  of  the  Bank,  has  since 
"  1833  uniformly  been  accompanied  by  a  corresponding 
Ct  increase  in  the  securities ;  in  like  manner  has  the 
"  increase  of  bullion,  which  has  been  progressive  for  some 
"  months  past,  been  accompanied  by  a  considerable  de- 
"  crease  of  the  securities." 

The  rule,  it  is  clear,  is  altogether  neglected  ;  or  would 
it  not  be  more  correct  to  say,  is  found  to  be  impossible  of 
execution  by  a  body  which  unites  the  business  of  banking 
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with  that  of  issue  ?  The  securities  fluctuate  largely,  and 
their  fluctuations,  instead  of  corresponding  with,  are 
usually,  if  not  invariably,  in  the  opposite  direction  to 
those  of  the  bullion. 

V.  It  becomes  important  to  ascertain,  if  possible,  to 
what  cause  this  is  to  be  attributed.  The  Directors  who 
first  explained  this  rule  in  so  perspicuous  a  manner  in 
their  evidence  before  the  Committee  in  1832,  Mr.  Palmer 
and  Mr.  Norman,  are  now  by  their  long  standing  and 
great  experience  necessarily  become  very  influential  in 
the  management  of  the  affairs  of  the  Bank ;  it  cannot  be 
supposed  that  they  have  voluntarily  repudiated  their  own 
law.  The  whole  body  of  Directors,  there  is  every  reason 
to  believe,  approved  and  adopted  the  rule ;  we  cannot 
suppose  that  they,  having  embarked  on  their  voyage  with 
a  compass  specially  constructed  by  themselves  for  their 
safe  guidance,  have  subsequently  determined  to  steer  a 
course  in  opposition  to  its  direction.  The  only  rational 
conclusion  to  which  we  can  come,  is,  that  the  Directors 
are  overpowered  by  a  pressure  from  without  which  they 
cannot  resist,  and  are  driven  from  their  intended  course 
by  the  force  of  circumstances  which  they  find  themselves 
unable  to  control.  What  then  is  the  nature  of  this  pres- 
sure, and  whence  does  it  arise?  To  solve  this  ques- 
tion satisfactorily,  it  is  necessary  to  have  more  detailed 
information.  A  classified  statement  of  the  securities 
would  show  in  what  branch  of  the  securities  the  increase 
has  taken  place,  and  thus  probably  afford  some  valuable 
indications  as  to  the  quarter  in  which  the  true  cause  of  the 
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increase  is  to  be  found.  In  the  absence  of  this  informa- 
tion we  can  only  reason  upon  general  considerations. 

In  addition  to  the  difficult  task  of  regulating  the  cir- 
culation of  the  country,  there  are  various  other  duties 
which  custom,  sanctioned  by  public  opinion,  has  imposed 
upon  the  Bank.  Amongst  these  the  most  prominent  are, 
to  supply  the  periodical  wants  of  the  Government  for  the 
payment  of  the  dividends,  and  in  periods  of  emergency 
"  to  uphold  public  and  private  credit  when  called  upon." 

During  the  past  year  it  is  well  known  that  the  Govern- 
ment has  been  exposed  to  the  double  action  of  a  deficient 
revenue  and  an  increasing  expenditure  ;  under  such  cir- 
cumstances the  aid  which  it  invariably  requires  from  the 
Bank  to  enable  it  to  discharge  its  fixed  periodical  pay- 
ments we  may  presume  must  have  been  unusually  large. 
This  may  possibly  account  in  part  for  the  increase  in  the 
securities  of  the  Bank.  At  the  same  time  it  will  afford 
no  justification  of  them.  In  undertaking  to  make  the 
increased  advances  to  Government,  the  Bank  necessarily 
subjects  herself  to  the  obligation  to  realize  some  other 
class  of  her  securities,  for  the  purpose  of  preventing  an 
undue  increase  in  the  general  amount  of  her  liabilities. 
The  advance  ought  to  be  made  from  the  resources  of  her 
banking  department,  and  not  from  those  which  arise  out 
of  her  control  over  the  paper  issues.  If  this  be  not  done, 
the  Government  is  placed  in  the  situation  of  a  party  call- 
ing upon  the  Bank,  with  an  authority  which  amounts 
to  a  command,  to  depart  from  the  course  which  duty 
prescribes  to  her,  and  to  violate  those  rules,  a  rigid 
adherence  to  which  is  essential  for  maintaining  the  con- 
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vertibility  of  her  notes.  At  all  events,  the  increasing 
demands  of  Government  upon  the  Bank,  at  a  period  when 
a  decrease  of  her  circulation  is  become  a  matter  of  vital 
importance,  must  give  rise  to  very  serious  reflections. 

It  was  observed  by  Mr.Ricardo  in  his  pamphlet,  ''High 
"  price  of  bullion  proof  of  depreciation  of  Bank-notes," 
that  "  It  was  owing  to  the  too  intimate  connection  be- 
"  tween  the  Bank  and  Government  that  the  restriction 
"  became  necessary  ;  it  is  to  that  cause  too  that  we  owe 
"  its  continuance/'  From  the  same  cause  also,  in  all 
probability,  the  danger  to  which  our  monetary  system  has 
been  recently  exposed  has  in  a  great  degree  arisen. 

The  profit  to  be  derived  from  a  paper  circulation 
legitimately  belongs  to  the  Government ;  and  a  permanent 
advance  to  it  of  a  fixed  sum,  as  representing  that  portion 
of  the  circulation  which  is  beyond  the  reach  of  fluctuation, 
is  an  arrangement  to  which  no  valid  objection  can  be 
urged.  But  inconvenience,  and  even  danger,  may  arise 
from  the  custom  which  subjects  the  Manager  of  the  cir- 
culation to  the  obligation  of  supplying  those  periodical 
wants  of  the  Government,  which  are  liable  to  considerable 
variations  in  amount,  and  which  are  usually  largest,  at 
those  periods  when  general  considerations  demand  a  de- 
crease and  not  an  increase  of  the  circulation.  "  Expe- 
•c  rience  shows  how  little  the  Bank  Directors  have  been 
((  able  to  withstand  the  cajolings  of  Ministers ;  and  how 
"  frequently  they  have  been  induced  to  increase  their 
tf  advances  in  Exchequer-bills  and  Treasury-bills,  at  the 
"  very  moment  when  they  were  themselves  declaring 
"  that  it  would  be  attended  with  the  greatest  risk  to  the 
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"  stability  of  their  establishment  and  to  the  public 
"  interest.  ***** 
"  If  government  wants  money  it  should  be  obliged  to 
"  raise  it  in  the  legitimate  way ;  by  taxing  the  people  ; 
"  by  the  issue  and  sale  of  Exchequer-bills,  by  funded 
"  loans,  or  by  borrowing  from  any  of  the  numerous  banks 
"  that  might  exist  in  the  country  ;  but  in  no  case  should 
"  it  be  allowed  to  borrow  from  those  who  have  the  power 
"  of  creating  money" — Ricardo. 

VI.  The  obligation  on  the  part  of  the  Bank  to  uphold 
public  and  private  credit  when  called  upon,  is  a  subject 
which  requires  very  serious  consideration.  This  extra- 
neous support  to  credit  will  be  most  required  in  periods 
of  commercial  pressure,  and  under  those  circumstances 
which  are  the  necessary  and  direct  results  of  a  contraction 
of  the  circulation.  The  Bank  seems  thus  called  upon  to 
act  in  a  circle  ;  a  decrease  of  bullion  requires  a  decrease 
of  issues  ;  decreased  issues  produce  commercial  pressure  ; 
in  consequence  of  which,  public  and  private  credit  is 
shaken  ;  and  then  arises  the  obligation  of  the  Bank  to 
interpose  for  its  support.  This  interposition  must  ne- 
cessarily assume  the  form  of  an  increase  of  discounts,  and 
hence  a  second  class  of  securities,  which,  in  a  period  of 
pressure,  instead  of  being  diminished  must  be  increased. 

Upon  this  subject,  the  power  of  contracting  the  cir- 
culation by  diminishing  the  amount  of  discount  during  an 
efflux  of  bullion,  a  great  change  of  opinion  has  taken 
place,  the  progress  of  which  it  is  not  a  little  curious  to 
trace. 
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We  have  already  observed  that  the  Court  of  Directors 
in  1819  considered  the  repayment  of  a  large  portion  of 
the  advances  made  by  the  Bank  to  the  Government,  as 
essentially  necessary  preparatory  to  the  resumption  of 
cash  payments.  The  reason  for  this  demand,  assigned  by 
the  Directors  and  acquiesced  in  by  the  Legislature,  was, 
that  over  the  notes  issued  in  the  form  of  advances  to  the 
Government,  they  had  not  practically  the  same  control  as 
they  have  over  notes  issued  in  commercial  discount.  "  An 
"  issue  of  Bank  paper  upon  Government  security  is  be- 
"  yond  the  control  of  the  Bank  ;  an  issue  upon  commercial 
"  bills  is  always  within  the  power  of  the  Bank." — Mr. 
Dorrien,  the  Governor's  evidence,  p.  32.  This  view  was 
sanctioned  by  Mr.  Haldimand,  a  younger  Director  than 
Mr.  Dorrien,  and  who  in  his  evidence  maintained  very 
different  and  more  enlightened  opinions  upon  the  general 
question  of  the  management  of  a  paper  circulation.  He 
states,  "  I  have  no  hesitation  in  saying  that  had  the 
"  Bank  the  control  over  the  whole  of  its  issues,  or  in 
"  other  words,  were  the  whole  or  nearly  the  whole  of  its 
tf  paper  issued  upon  commercial  discounts,  by  diminishing 
"  such  issues  it  might  pay  its  notes  in  specie  within  the 
"  most  limited  period,  and  with  the  most  perfect  safety 
"  to  itself."—/?.  43,  q.  31. 

These  opinions,  emanating  from  the  Bank  Directors, 
were  adopted  and  sanctioned  by  the  Parliamentary  Com- 
mittees before  which  they  were  given.  "  The  issues  of 
"  notes  upon  discount,  revert  to  the  Bank  at  periods  so 
"  short,  that  any  reduction  of  the  paper  so  issued,  which 
"  circumstances  may  render  necessary,  is  always  within 
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t(  their  reach ;  with  this  control  over  their  issues,  they 
"  are  enabled  to  feel  theirVay,  and  to  restrict  or  enlarge 
"  them,  either  as  the  wants  of  the  country  may  permit  or 
f(  demand,  or  as  the  state  of  the  exchanges  and  the  price 
"  of  gold  may  appear  to  require." — Lords  Report,  p.  10. 

The  abstract  possibility  fof  ^contracting  issues  by  an 
absolute  refusal  to  discount  ^cannot  be  doubted  ;  the  real 
practicability  of  such  a  step  as  a  measure  of  business  is, 
however,  much  more  questionable ;  and  had  the  Parlia- 
mentary Committees  of  1819  put  the  question  to  any 
experienced  banker  j  whether,  in  a  period  of  commercial 
pressure,  he  considered  it  possible  to  reduce  the  amount 
of  his  discounts,  the  answer  would  probably  have  led 
them  to  a  more  correct  view  of  this  subject.  Let  us  now 
contrast  with  the  opinions  we  have  quoted,  the  evidence 
given  by  the  Directors  of  the  same  concern  thirteen  years 
afterwards. 

Mr.  Horsley  Palmer's  evidence  : — 

"  Do  you  not  hold  that  the  discount  of  private  paper  is  one  of  the 
"  worst  means  which  the  Bank,  as  a  bank  of  issue,  can  adopt  for 
"  regulating  its  notes  1"  "  Yes,  provided  they  are  adequately  sup- 
"  plied  with  other  marketable  securities." — q.  173.  Again,  "  It  is 
"  not  deemed  to  be  desirable  to  attempt  to  regulate  the  amount  of 
"  issues  of  the  Bank  in  London  through  commercial  discounts,  but 
"  there  are  occasions  and  circumstances  when  the  functions  of  the 
''  Bank,  as  a  bank  for  commercial  discounts  in  the  capital,  have  been 
"  and  ever  must  be  of  the  first  importance  to  the  country  ; "  and  at 
the  close  of  the  same  answer  it  is  stated,  that  "  to  be  compelled  to 
"  limit  the  quantity  or  description  of  bills  to  be  tendered  for  dis- 
u  count,  either  of  these  measures  would  be  equally  detrimental  to 
"  the  commerce  of  the  country."  —  See  question  and  answer,  477, 
p.  36. 

G  2 
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Mr.  Ward  is  asked  in  what  way  he  would  shorten  the 
amount  of  currency  in  preparation  for  an  expected  turn 
in  the  exchanges  against  the  country. 

"  I  have  always  endeavoured  that  the  Bank  should  be  possessed  of 
"  a  certain  number  of  scurities  coming  in  to  it,  so  that  a  discretion 
"  should  be  exercised  as  to  whether  we  should  issue  it  again  ;  the 
"  Dead  Weight,  the  Annuities,  "bring  in  a  considerable  excess 
"  annually,  and  I  should  withhold  the  re-issuing  of  those  moneys  ;  I 
"  should  not  make  a  forcible  operation  by  disappointing  any  person 
"  of  discount,"  &c— ?.  2088, p.  145. 

Mr.  Norman  :  — 

"  Are  you  of  opinion,  supposing  a  large  quantity  of  commercial 
"  paper  could  be  obtained  for  discount  in  London,  it  would  be  desir- 
"  able  for  the  Bank  of  England  to  regulate  its  issues  upon  commer- 
"  cial  paper  solely,  or  would  it  be  preferable  to  regulate  them  by 
"  Exchequer-bills  1 "  "I  certainly  think,  that  if  the  issues  were  to 
"  be  regulated  one  way  or  the  other,  I  should  much  prefer  Exchequer- 
"  bills.  Under  present  circumstances,  I  consider  it  quite  impossible, 
"  without  at  times  doing  immense  mercantile  mischief,  to  regulate 
"  them  by  discounts.  The  Usury  Laws  alone  are  quite  decisive  on 
"  that  point." — q.  2429,  p.  170  :  and  subsequently,  in  the  course  of 
reply  to  another  question,  he  observes,  "  I  consider  the  attempt  to 
"  reduce  discounts  in  general,  by  rejecting  the  bills  of  any  particular 
"  persons,  as  a  plan  likely  to  fail,  and  to  be  productive  of  great 
"  public  inconvenience,  and  that  it  ought  never  to  be  adopted  except 
"  in  cases  of  the  very  last  necessity." — q.  2437. 

These  are  evidently  the  answers  of  intelligent  persons, 
convinced  by  general  reasoning,  and  confirmed  in  this 
conviction  by  the  results  of  their  experience,  that  the 
contraction  of  issues  made  upon  discounts  is,  in  times  of 
commercial  pressure,  impracticable  ;  that  is,  that  the 
attempt  to  accomplish  it  would  inevitably  produce  "  im- 
mense mercantile  mischief,"  equal  almost  to  the  evil 
which  it  was  intended  to  avert. 
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We  thus  find  the  Bank,  in  the  first  instance,  calling  for 
the  repayment  of  her  advances  to  the  Government,  that 
she  may  have  her  issues  more  completely  under  her  own 
control,  and  looking  to  her  advances  upon  discount  as 
the  means  for  acquiring  this  power.  We  next  find  her 
convinced  that  the  control  she  seeks  cannot  be  obtained 
through  that  means,  and  almost  admitting  that  an  increase, 
rather  than  a  decrease,  of  her  issues  upon  discount,  must 
be  the  consequence  whenever  commercial  pressure  occurs, 
and  she  is  called  upon  to  fulfil  her  obligation  of  supporting 
public  and  private  credit. 

Is  not  this  an  acknowledgment  on  her  part  that  her 
connection  with  the  Government,  and  also  with  commer- 
cial affairs,  subjects  her  to  demands  which  she  finds  it 
impossible  to  resist,  although  they  are  incompatible  with 
the  due  regulation  of  her  issues?  To  these  causes,  we 
can  hardly  doubt,  the  increase  in  her  securities  and  the 
perilous  position  in  which  she  has  recently  stood  are 
mainly  attributable;  and  it  seems  unreasonable  to  expect 
a  steady  and  consistent  course  on  her  part,  until  she  is 
released  from  these  improper  influences,  and  placed  in 
such  a  position  that  she  can  regulate  her  conduct  with 
reference  to  no  other  consideration  than  that  of  main- 
taining the  convertibility  of  her  notes.  How  is  it  possible 
that  the  proper  relation  between  the  paper-issues  and  the 
bullion  can  be  steadily  maintained,  whilst  the  Bank  is 
liable  to  be  compelled  to  issue  upon  her  deposit-accounts, 
upon  the  discount  of  commercial  bills,  and  for  the  supply 
of  the  public  wants  of  Government  ?  The  consequence 
of  uniting  these,  which  are  strictly  banking  operations, 
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with   a  power  of  regulating'the  amount"1  of  the  currency, 
which  is   a  duty  of  a  very  different^  character,  must  be 
embarrassment  to  the  party   in  .whom  these  conflicting 
functions  are  united,  and  ultimately  an  abuse  of  the  power 
which  is  entrusted  to  her.     The  public,  looking  to  her  as 
as  a  great  banking  company,   and  estimating  the  duties 
incumbent  upon  her  by  reference  to  her  character  in  that 
respect,    hold   her   responsible   for   relieving   commercial 
distress  and  upholding  public"  credit.  _  She  finds  that  it  is 
extremely  difficult,  as  well  as  unpopular,   to  refuse  the 
demands  which  are  made  upon  her ;'_  and,  therefore,  easily 
convinces  herself  that  it  is  impossible.     She  yields  to  the 
force  of  these  demands,  and  not  '.distinguishing  between 
an  advance  of  capital  to^  merchants  *and   an   additional 
supply   of  currency   to  the   general   mass   of  circulating 
medium,  she  applies  to  the  satisfaction  of  them,  not  her 
banking   resources   only,    but   also  r  her 'power  over   the 
currency. 

The  state  in  whictfthe  Bank]  has  recently  stood  is  the 
result.  The  circulation  but  slightlyfdiminished,  and  the 
securities  largely  increased — whilst  'the  drain  upon  the 
bullion  has  been  suffered  to  acquire  such  force,  and  to 
proceed  to  such  an  extent,  as  to  menace  the  most  serious 
danger  to  the  safety  of  our  monetary  system/ 

Having  quoted '  the*  opinion  of  the  late  Mr.  Ricardo 
upon  the  impropriety  of  subjecting  the  manager  of  the 
currency  to  the  necessity  of  supplying  the  demands  of 
the  Government ;  we  may  here  quote  an  equally  strong 
opinion  by  a  living  authority  of  great  weight  respecting 
the  danger  to  be  apprehended  from  too  intimate  a  connec- 
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tion  on  her  part  with  the  wants  of  trade  and  the  support 
of  credit.  "  The  old,  and  it  was  to  be  hoped  the  obsolete, 
"  doctrine,  has  been  revived  and  insisted  upon,  that  the 
"  Bank  is  bound  in  the  regulation  of  its  securities  and 
"  issues  to  attend  to  the  accommodation  of  trade  and  the 
"  support  of  credit.  Under  the  influence  of  this  doctrine, 
"  there  can  be  no  security  for  the  maintenance  of  a  sound 
"  administration  of  the  currency.  There  is  no  degree  or 
(l  extent  of  deviation  from  principle  to  which  such  doc- 
"  trines  may  not  serve  as  a  cloak.  And  either  the  bias 
"  of  private  sympathies,  or  the  notion,  sincere,  though 
"  ill-founded,  of  being  called  upon  to  interfere  for  the 
"  accommodation  of  trade  or  the  support  of  credit,  may, 
"  under  a  variety  of  contingencies  compromise  the  prin- 
*'  ciple,  which  ought  to  be  held  sacred,  of  the  convertibility 
"of  the  paper.'' — Tookes  History  of  Prices,  vol.  ii.  p.  342. 

The  disturbance  in  the  management  of  the  circulation, 
which  arises  from  the  connection  of  the  Bank  with  the 
Government  and  with  the  trading  operations  of  individuals, 
is  not  an  evil  of  recent  origin.  As  it  arises  from  circum- 
stances connected  with  the  very  constitution  of  the  Bank, 
it  might  reasonably  be  expected,  that  it  would  develope 
itself  in  an  early  stage  of  the  history  of  the  concern ; 
and  such  was  the  fact. 

The  Bullion  Report  of  1810,  speaking  of  the  Bank  of 
England  "  within  a  very  short  period  after  its  first  estab- 
lishment," states  "  by  the  liberality  of  the  loans  to  private 
individuals,  as  well  as  by  the  large  advances  to  Govern- 
ment, the  quantity  of  the  notes  of  the  Bank  became 
excessive ;  their  relative  value  was  depreciated,  and  they 
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fell  to  a  discount  of  17  per  cent.  The  effects  of  these 
disturbing  influences  have  strongly  characterized  the  pro- 
ceedings of  the  Bank  from  that  time  to  the  present  day  ; 
nor  can  we  reasonably  anticipate  any  other  result,  until 
the  confusion  of  functions,  out  of  which  the  evil  arises, 
shall  have  been  effectually  corrected. 

VII.  With  the  view  of  strengthening  the  hands  of  the 
Bank,  and  enabling  it  to  check  the  otherwise  irresistible 
demand  for  increased  issues  upon  discount,  the  Usury 
Laws,  so  far  as  they  affected  the  rate  of  interest  charged 
upon  discount  of  bills,  have  been  repealed ;  and  great 
benefit  has  arisen  from  this  measure.  It  is  difficult  to 
say  to  what  extremity  the  Bank  would  have  been  reduced 
at  the  present  moment  without  this  protecting  power ; 
even  when  thus  armed,  a  reduction  of  her  issues  upon 
discount  appears  to  be  beyond  her  power,  and  all  that  she 
has  accomplished  in  the  present  case,  and  probably  all 
that  she  ever  can  effect  by  raising  the  rate  of  interest,  is 
to  check  that  further  increase  of  issues  upon  discount 
which  would  otherwise  be  the  immediate  effect  of  a  reduc- 
tion of  issues  by  the  sale  of  other  securities ;  and  at  the 
same  time  to  afford  to  the  trading  world  a  timely  warning 
of  the  danger  which  is  at  hand. 

The  partial  repeal  of  these  laws,  however,  has  been  of 
incalculable  advantage  to  the  commercial  community,  by 
securing  the  free  circulation  of  capital,  and  the  power,  by 
the  inducement  of  higher  interest,  of  determining  the 
application  of  it  to  those  quarters  in  which  the  demand 
fur  it  may  be  most  intense.  This  is  the  true  source  from 
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which  support  to  public  and  private  credit  in  periods  of 
emergency  ought  to  be  sought,  and  from  which  it  will  be 
obtained,  more  legitimate  in  its  character  and  more  effec- 
tual for  its  purpose,  than  that  which  is  derived  from  an 
improper  tampering  with  the  circulation.  Of  this  re- 
cent circumstances  have  afforded  a  striking  illustration. 
It  is  hardly  necessary  to  detail  the  circumstances  con- 
nected with  the  assistance  lately  afforded  to  the  Agency 
of  the  United  States'  Bank.  In  a  pressing  emergency 
application  was  made  to  the  Bank  of  England  for  assist- 
ance to  avert  a  contingency  which  it  was  deemed  would 
be  deeply  injurious  to  the  commercial  and  manufacturing 
interests  of  this  country,  as  well  as  to  the  general  state  of 
public  and  private  credit.  The  appeal  was  responded  to 
by  the  Bank,  and  aid  to  the  extent  of  £300,000,  to  be 
repaid  in  one  month,  was  offered.  This  however  was 
wholly  insufficient  for  the  purpose ;  and  it  was  determined 
to  try  the  effect  of  an  appeal  to  the  private  capitalists  of 
the  country.  The  result  is  well  known ; — by  offering  an 
adequate  inducement,  capital  was  drawn  forth,  even  in  a 
period  of  extreme  pressure,  for  the  support  of  this  con- 
cern, to  the  extent  of  £800,000  for  an  almost  unlimited 
period. 

It  is  impossible  to  blame  the  Bank  for  the  limited 
extent  of  the  aid  which  it  tendered;  it  may  indeed  be 
difficult  to  justify  it,  under  the  circumstances  in  which  it 
was  then  placed,  in  going  so  far.  But  the  contrast  is 
striking ;  and  whilst  it  proves  the  limited  power  of  the 
Bank  to  discharge  its  assumed  duty  of  supporting  credit, 
it  affords  most  satisfactory  evidence  of  the  unlimited 
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means  for  this  purpose  which  exist  in  the  country,  ai  d 
which  may  now  be  called  forth,  according  to  the  extent 
of  the  emergency.  In  confirmation  of  this  view,  it  is 
satisfactory  to  be  able  to  quote  the  high  authority  of  Mr. 
Ricardo,  who  observes,  "  a  great  deal  of  stress  has  always 
"  been  laid  upon  the  benefits  which  commerce  derives 
"  from  the  accommodation  afforded  to  merchants  by  the 
u  Bank.  I  believe  it  to  be  quite  insignificant  compared 
"  with  that  which  is  afforded  by  the  private  funds  of 
tl  individuals." 

It  was  essentially  necessary  that  the  alteration  of  the 
law,  by  which  all  artificial  obstructions  to  the  free  dis- 
tribution of  capital  have  been  removed,  should  precede 
any  attempt  to  separate  the  management  of  the  circulation 
from  the  ordinary  banking  operations  with  which  it  is  at 
present  too  closely  united.  And  as  it  was  necessary  as 
preparatory  to  this  change,  so  will  it  be  found  to  be  the 
means  of  obviating  many  of  the  difficulties,  and  alleviating 
the  inconveniences  which  may  be  apprehended  as  con- 
sequent upon  such  an  alteration,  when  it  shall  take  place, 
in  our  monetary  system. 

One  further  remark  may  be  made  upon  this  subject. 
The  inducement  offered,  in  the  case  to  which  we  have 
alluded,  was  great ;  because  it  required  a  strong  tempta- 
tion .  to  induce  capitalists  to  direct  their  resources  to  that 
quarter,  whilst  the  object  to  be  gained  was  worth  a  high 
price.  Had  the  same  rate  of  interest  been  charged  to  a 
small  dealer  in  a  transaction  of  limited  extent,  we  should 
have  heard  much  of  the  harshness,  extortion,  and  injustice 
perpetrated  under  the  repeal  of  the  Usury  Laws.  This 
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example,  however,  as  well  as  general  reasoning,  may 
teach  us  to  recognize  the  policy,  as  well  as  the  justice,  of 
leaving  every  man  free  to  judge  of  his  own  interests,  and 
to  decide  for  himself  the  price,  which  it  may  be  worth  his 
while  to  pay,  for  obtaining  a  certain  advantage,  or  for 
protection  against  an  apprehended  danger.  The  unex- 
ampled firmness  with  which  the  pressure  under  which  the 
trading  world  is  still  suffering,  has  hitherto  been  sup- 
ported, is  probably  attributable  to  a  combination  of  causes ; 
but  there  can  be  no  doubt  that  the  free  circulation  of 
capital,  resulting  from  the  modified  repeal  of  the  laws  by 
which  it  was  restrained,  has  materially  contributed  to  this 
result.  Happily  in  this  case,  as  in  most  others  in  com- 
mercial affairs,  where  there  is  free  competition,  the 
interests  of  the  community  and  that  of  the  individual  are 
never  at  variance. 


CHAPTER  III. 

On  the  effect  of  the    Country  Banks  and  Scotch  Banks  as 
Banks  oj  Issue. 

I.  In  any  discussion  which  has  reference  to  the  con- 
dition of  the  circulation  of  the  country,  the  conduct  of  the 
country  issuers,  and  the  course  pursued  by  them,  during 
the  period  under  review,  must  necessarily  claim  our  atten- 
tion. The  legislature  has  imposed  no  restraint  upon  the 
proceedings  of  these  parties,  nor  are  their  issues  subjected 
to  any  principle  by  which  the  amount  of  them  may  be 
regulated.  To  retain  an  adequate  amount  of  realizable 
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securities,  which  can  at  any  moment  be  converted  into 
the  notes  of  the  Bank  of  England,  is  the  only  obligation 
under  which  they  are  placed;  whilst  upon  the  Bank  of 
England  alone  is  thrown  the  necessity  of  providing  the 
specie  which  may  be  requisite  for  meeting  the  demands 
of  the  whole  country  :  those,  demands  which  arise  from 
the  holders  of  the  local  notes,  equally  with  those  which 
arise  from  her  own  circulation.  Under  these  circum- 
stances, a  limitation  of  the  amount  of  the  local  issues  must 
be  the  result,  either  of  prudential  considerations  on  the 
part  of  the  issuers,  or  of  the  influence  necessarily  exerted 
by  the  action  of  the  Bank  of  England  over  their  measures. 
It  is  important  to  ascertain  how  far  the  country  issues  are 
by  these  means  subjected  to  an  efficient  regulation. 

Let  us  look  at  the  quarterly  returns  of  the  last   two 
years. 

Circulation  of  Private  and  Joint- Stock  Banks. 


Aggregate  of  Circulation  in 
three  months  ending 

Private  Banks. 

.Joint-Stock  Banks. 

Total. 

£ 

£ 

£ 

31st  Dec.  1837  

7,043,470 

3,826,665 

10,870,135 

31st  March  1838  

7,005,472 

3,921,339 

10,926,511 

30th  June      „     

7,383,247 

4,362,256 

11,745,503 

30th  Sept.      „     

7,083,811 

4,281,153 

11,364,964 

31st  Dec.       „     

7,599,942 

4,625,546 

12,225,488 

30th  Mar.   1839  

7,642,104 

4,617,363 

12,259,467 

30th  June,     „     

7,610,708 

4,665,110 

12,275,818 

30th  Sept.      „     

6,917,657 

4,167,313 

11,084,970 

It  will  be  observed  that  the  country  issues  continued 
to  increase  in  amount  through  the  whole  of  the  year  1838, 
and  until  June  1839.  In  the  following  quarter  there  is  a 
sudden  and  large  decrease.  At  what  period  of  the  quar- 
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ter  that  decrease  commenced  we  have  no  means  of  know- 
ing ;  such  is  the  effect  of  average  returns,  especially  when 
the  average  extends  over  a  long  period,  in  concealing  the 
precise  time  and  extent  of  the  fluctuations,  from  which 
alone,  in  many  cases,  any  useful  inferences  can  be  drawn. 
The  drain  upon  the  bullion  of  the  Bank  commenced  in 
the  early  part  of  1838,  and  continued  in  gentle  action 
through  the  whole  of  that  year.  At  the  commencement 
of  1839  the  drain  became  severe  and  continued  till  Octo- 
ber. It  is  clear,  therefore,  that  from  the  commencement 
of  1838  till  the  middle  of  1839,  there  has  been  no  action 
on  the  part  of  the  country  issuers,  corresponding  to  the 
fluctuations  of  the  bullion,  but  quite  the  reverse.  The 
country  issues  continued  to  increase  largely,  notwith- 
standing a  constant  and  heavy  drain  upon  the  bullion. 
About  this  latter  period  the  Bank  of  England  began  to 
raise  the  rate  of  interest ;  first  to  5  per  cent,  and  then  to 
5^  per  cent,  in  June,  and  again  to  6  per  cent,  on  the  3  st 
of  August ;  and  in  the  quarterly  return  following  these 
measures  we  find  a  large  and  sudden  diminution  of  the 
country  issues.  What  are  the  inferences  to  be  drawn 
from  these  facts  ?  First,  we  find  that  an  unfavourable 
state  of  the  exchanges,  indicated  by  a  continuous  decrease 
of  bullion,  does  not  restrain,  but  apparently  rather  tends 
to  augment  the  country  issues.  Secondly,  we  find  the 
Bank  of  England  under  these  circumstances  compelled  to 
resort  to  what  are  deemed  by  many  persons  severe  mea- 
sures, in  the  successive  advances  of  the  rate  of  interest ; 
and  subsequent  to  this  action  on  the  part  of  the  Bank,  as 
the  effect  of  it  and  not  as  acting  concurrently  with  it,  we 
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find  a  large  decrease  of  the  country  issues.  Thirdly,  this 
decrease  is  too  long  delayed,  and  when  it  does  occur  it  is 
sudden  and  violent.  The  commencement  of  the  decrease 
cannot  have  occurred  before  the  month  of  June,  1839, 
fifteen  months  after  the  commencement  of  the  decrease  of 
bullion,  and  six  months  after  the  drain  had  become  very 
severe.  The  amount  of  the  decrease  in  the  first  quarterly 
return  after  its  commencement  is  £1,200,000,  or  about 
one-tenth  of  the  whole  amount  of  the  country  issues. 
With  these  facts  before  us,  can  we  doubt  that  experience 
amply  confirms  what  general  considerations  would  lead  us 
to  expect,  viz.  that  a  multiplicity  of  issuers,  subject  to  no 
general  rule  for  their  guidance,  must  tend  to  disturb  the 
due  regulation  of  the  currency  ? 

In  the  commencement  of  a  drain  of  bullion  their  issues 
are  augmented  instead  of  being  decreased,  and  thus  the 
counteraction  of  the  drain  is  delayed,  and  the  measures 
for  correcting  it  are  rendered  more  severe  than  would 
otherwise  have  been  necessary  ;  and  again,  when  by  these 
measures  contraction  on  their  part  has  been  rendered 
unavoidable,  their  undue  tardiness  in  commencing  the 
contraction  is  followed  by  a  dangerous  rapidity  and  vio- 
lence in  carrying  it  out.  Had  the  country  issuers  com- 
menced their  contraction  in  April  1838.  when  the  bullion 
first  began  to  diminish  ;  or  in  October,  when  contraction 
on  the  part  of  the  Bank  of  England  first  commenced,  the 
serious  danger  to  which  the  monetary  system  of  the 
country  has  been  exposed  might  very  possibly  have  been 
altogether  avoided.  At  all  events,  such  a  course  on  the 
part  of  those  bodies  would  have  tended  to  facilitate  that 
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rectification  of  the  currency  which,  under  an  opposite 
course  of  procedure,  it  has  been  found  so  difficult  to  effect ; 
and  at  the  same  time  it  would  have  given  some  sanction 
to  the  doctrine  that  the  country  issues  necessarily  and 
immediately  conform  in  their  fluctuations  to  those  of  the 
Bank  of  England. 

II.  These  views  respecting  the  limited  extent  of  the 
power  which  the  Bank  of  England  possesses  over  the 
conduct  of  the  country  issuers,  we  are  aware,  are  in  some 
degree,  opposed  to  a  doctrine  upon  this  subject  which  has 
been  countenanced  by  the*  highest  authority.  In  the 
Report  of  the  Committee  of  the  House  of  Commons  of 
1819,  it  is  observed,  (f  There  may  be  reason  to  infer  from 
"  the  opinion  of  the  witnesses  most  conversant  with  the 
"  management  of  Country  Banks,  and  to  whose  evi- 
"  dence  your  Committee  beg  leave  to  refer,  that  a  reduc- 
"  tion  in  the  amount  of  the  notes  issued  by  the  Bank  of 
"  England  would  speedily  and  necessarily  be  followed  by 
"  a  proportionate  reduction  of  the  Country  Bank  paper." 
This  opinion  is  given,  however,  incidentally,  and  rather 
upon  the  authority  of  statements  made  by  some  of  the 
witnesses,  than  as  the  deliberate  conviction  of  the  Com- 
mittee. The  same  doctrine  had  been  previously  pro- 
pounded in  a  more  distinct  and  formal  manner  by  an 
authority,  of  which  it  is  impossible  to  speak  but  in  terms 
of  the  highest  respect,  the  late  Mr.  Bicardo.  The  point 
is  discussed  in  his  admirable  tract  u  The  high  price  of 
(i  Bullion  a  proof  of  the  depreciation  of  Bank  Notes,"  in 
which  he  observes,  "  The  Bank  of  England  is  the  great 
"  regulator  of  the  country  paper.  When  they  increase 
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"  or  decrease  the  amount  of  their  notes,  the  Country 
"  Banks  do  the  same,  and  in  no  case  can  Country  Banks 
"  add  to  the  general  circulation,  unless  the  Bank  of  Eng- 
"  land  shall  have  previously  increased  the  amount  of  their 
"  notes."  At  a  later  period  Colonel  Torrens,  than  whom 
amongst  living  authorities  no  one  is  entitled  to  more 
attention,  has  added  the  weight  of  his  opinion  to  this 
doctrine.  He  contends  that  the  Bank  of  England  "  has 
f(  uncontrolled  dominion  over  the  circulation  of  the  king- 
"  dom,  and  that  when  they  decree  a  contraction  of  the 
"  currency,  the  provincial  banks  of  issue,  instead  of  resist- 
"  ing  obey  arid  suffer." — Letter  to  Lord  Melbourne,  1837, 
p.  48. 

It  is  contended  in  support  of  their  view,  by  the 
authors  above  quoted,  that  the  contraction  of  the  circu- 
lation of  one  issuer,  whilst  that  of  the  other  issuers  in  the 
same  country  remains  unchanged,  produces  an  increased 
value  of  money,  and  a  corresponding  fall  of  prices,  in  the 
district  in  which  it  takes  place ;  that  hence  arises  a  dis- 
turbed state  of  the  exchange  between  that  and  other 
districts ;  in  consequence  of  which,  money  is  drawn  from 
those  other  districts  to  that  in  which  its  value  has  been 
raised  ;  that  to  effect  this  remittance  of  money,  the  notes 
circulating  in  the  districts  in  which  the  circulation  has 
not  been  contracted,  are  sent  in  to  the  issuing  banks,  and 
bills  demanded  in  exchange  for  them  upon  the  district  in 
which  the  contraction  has  taken  place ;  and  that  by  this 
process,  a  corresponding  contraction  of  issues  in  those  dis- 
tricts is  inevitably  brought  about. 

This  doctrine  involves  two  assumptions.     First,  that 
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the  district  in  which  each  issue  circulates  is  completely 
separated,  so  far  as  circulation  is  concerned,  from  the  rest 
of  the  country,  and  especially  from  the  district  in  which 
the  central  issue  circulates,  as  completely  as  one  country 
is  separated  from  another. 

Second,  and  this  is  the  more  important  consideration, 
that  the  effect  produced  by  the  process  described,  follows 
immediately  the  action  of  the  cause ;  so  that  no  period 
intervenes  between  the  action  of  the  central  issuer,  and 
the  corresponding  effect  upon  the  country  issues,  within 
which  phenomena  of  an  opposite  character  may  arise,  and 
effects  corresponding  to  those  phenomena  be  produced. 

In  each  of  these  assumptions  there  seems  to  be  a 
fallacy  involved. 

The  paper  issues  of  this  country  are  not  like  the 
currencies  of  different  countries ;  each  in  the  undisputed 
possession  of  its  own  district,  beyond  the  reach  of  inter- 
ference, and  subject  to  no  other  influence  than  that  which 
arises  from  variations  in  its  own  amount,  or  from  the 
operation  of  the  general  law,  by  which  the  equilibrium  is 
ultimately  established  between  the  currencies  of  different 
countries.  They  are,  on  the  contrary,  competing  issues ; 
each  endeavouring  to  encroach  upon  the  other,  and  to 
appropriate  to  itself,  at  the  expense  of  its  competitors,  a 
larger  proportion  of  the  whole  circulation  of  the  country. 

Although  the  Bank  of  England  is  protected  from  the 
effect  of  competition  as  regards  the  supply  of  paper- 
money  in  the  metropolis,  still  an  important  portion  of 
her  issues  circulates  in  the  country,  and  is  exposed 
to  the  competing  action  of  the  country  issuers.  The 
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efficiency  of  her  controlling  power  is  thus  impaired,  and 
the  period  of  accomplishing  its  results  is  delayed. 

"  There  is  of  course  always  a  contention  between  the 
"country  Banks  and  the  Bank  of  England  to  fill  as 
"  many  districts  as  they  can  with  their  respective  notes." 
— Ricardtfs  Evidence)  1819. 

Hence  it  arises,  that  an  expansion  by  one  issuer  may 
very  naturally  lead  to  a  corresponding  expansion  by  the 
other  issuers ;  such  is  the  legitimate  result  of  competitive 
action;  but  it  by  no  means  follows,  that  similar  results 
will  ensue  when  the  action  is  in  the  opposite  direction. 

In  the  case  of  the  contraction  of  the  paper  circulation 
of  any  given  country,  the  void  created  by  that  contrac- 
tion cannot  be  filled  up  by  a  corresponding  increase  of  the 
paper  issues  of  any  other  country ;  the  contracted  circula- 
tion must  produce  its  legitimate  effects  in  enhancing  the 
value  of  money,  and  lowering  prices  in  the  country  in 
which  it  takes  place.  But  the  case  is  different  with 
respect  to  a  contraction  of  issues,  by  one  amongst  many 
issuers  in  the  same  country.  Here  the  void  created  by 
the  contraction  of  one,  may  be  simultaneously  filled  up 
by  the  expansion  of  another  ;  and  the  alteration  in  the 
value  of  money  and  in  prices  be  prevented,  or  at  all 
events  materially  delayed.  This  is  the  consequence 
of  the  competing  character  of  the  issues  in  the  same 
country.  The  desire  to  extend  his  own  issue  is  the 
motive  of  each  issuer ;  this  motive  will  lead  each  party  to 
meet  an  expansion  of  issue  on  the  part  of  others  by  a 
corresponding  expansion  on  his  own  part ;  but  it  will 
also  lead  him  to  look  upon  contraction  in  any  quarter  as 
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a  favourable  opportunity,  not  for  contracting,  but  for 
expanding  his  own  issues,  with  the  view  and  in  the  hope 
of  possessing  himself  of  the  ground  from  which  his  rival 
has  receded. 

When  the  central  issuer  contracts  his  issue,  the  effect 
is  felt,  principally,  perhaps,  but  not  exclusively,  in  the 
circle  which  immediately  surrounds  that  centre ;  a  scarcity 
of  money  and  a  pressure  upon  trade  is  felt  throughout 
the  country.  The  local  issuer,  in  the  first  instance, 
meets  this,  not  by  a  corresponding  contraction,  but  by  an 
increase  of  his  issues.  He  is  induced  to  resort  to  this 
course  by  several  considerations ;  first,  such  increase  of 
his  issues  is  a  ready  relief  to  himself,  under  the  tightness 
of  money,  (to  use  the  common  expression,)  which  the 
action  of  the  central  issuer  has  produced ;  second,  it 
enables  him  to  extend  his  accommodation  to  his  cus- 
tomers, at  a  time  when  it  is  most  wanted,  and  the  tender 
of  it  is  most  valued ;  third,  it  affords  him  some  probability 
that  he  may  be  enabled  to  occupy  permanently  with  his 
issue,  that  portion  of  the  circulation,  at  least  in  his  imme- 
diate neighbourhood,  which  has  hitherto  been  filled  by 
the  notes  of  the  central  issuer.  These  are  not  mere 
theoretic  suppositions ;  we  have  little  doubt  that  these 
motives  are  constantly  in  action,  and  exerting  a  practical 
influence  over  the  conduct  of  the  country  issuers.  They 
explain  that  phenomenon,  the  constant  occurrence  of 
which  is  proved  by  the  published  returns,  viz.  an  increase 
of  country  issues,  immediately  following  the  commence- 
ment of  the  drain  of  bullion,  and  the  first  contraction  of 
the  central  issuer. 

H2 


100  REMARKS    ON    THE 

When,  however,  the  central  issuer,  by  a  steady 
prosecution  of  his  system  of  contraction,  has  produced, 
not  only  the  numerical  reduction  of  his  notes,  but  the 
more  important  moral  results,  which  are  evidenced  by 
the  shock  given  to  confidence  and  credit ;  when  in  fact 
he  has  succeeded  in  effectually  restraining  the  "  credit 
currency"  of  the  country,  then  the  country  issuer,  in 
common  with  all  parties  engaged  in  monied  or  com- 
mercial operations,  submits  to  this  influence;  and  in 
proportion  as  his  first  steps  had  been  in  the  wrong 
direction,  so  his  subsequent  retreat  is  sudden  and 
rapid. 

We  thus  arrive  at  the  explanation  of  the  second 
phenomenon,  equally  verified  by  the  published  accounts, 
viz.  the  tardy,  but  when  it  arrives,  the  abrupt  and  violent 
reduction  of  the  country  issues. 

When  contraction  of  the  general  circulation  of  the 
country  becomes  necessary,  the  country  issuers,  it  must 
be  observed,  do  not  at  once  unite  in  a  common  action 
with  the  central  issuer,  and  thus  become  joint-agents 
with  it,  in  producing  the  requisite  effect  upon  commercial 
operations  ;  they  rather  belong  to  the  party  acted  upon, 
and  the  reduction  of  their  issues,  like  the  contraction  of 
credit  and  the  fall  of  prices,  is  an  effect  produced  by  the 
action  of  the  central  issuer ;  and  not,  as  it  ought  to  be,  a 
voluntary  procedure,  springing  up  simultaneously,  and 
acting  in  concert,  with  the  contraction  of  the  central 
issuer.  "  When  the  Bank  of  England,"  says  Colonel 
Torrens,  "  decrees  contraction,  the  country  banks  of  issue, 
ft  instead  of  resisting  obey  and  suffer."  It  would  have 
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been  more  consonant,  as  we  conceive,  to  the  real  course 
of  events,  had  he  said,  the  country  banks  of  issue  first 
resist,  then  suffer,  and,  in  the  end,  submit.  (See  Appen- 
dix B.) 

The  effects  produced,  during  the  intervening  period, 
between  the  first  action  of  the  central  issuer,  and  the 
ultimate  submission  by  the  country  issuers  to  the  course 
imposed  upon  them,  are  very  important,  and  call  for  our 
serious  attention.  The  country  issues,  no  doubt,  are 
based  upon  those  of  the  central  issuer,  and  must  ulti- 
mately conform  to  them ;  but,  previously  to  that  result, 
a  struggle  ensues,  by  which  the  monetary  system,  gene- 
rally, is  exposed  to  confusion  and  danger,  and  the  cor- 
rective measures  of  the  central  issuer  are  rendered  more 
stringent  and  severe  than  they  would  otherwise  have 
been. 

III.  As  this  is  a  point  of  considerable  importance, 
and  any  attempt  to  controvert  an  opinion  sanctioned  by 
the  authority  of  Mr.  Ricardo  and  Colonel  Torrens, 
requires  all  the  support  which  can  be  given  to  it,  we 
must  request  the  attention  of  our  readers  to  one  or  two 
practical  illustrations  of  deviation,  on  the  part  of  the 
country  issuers,  from  the  course  pursued  by  the  Bank  of 
England. 

In  the  evidence  given  by  Mr.  Ward,  before  the  Com- 
mittee of  1832,  we  find  this  statement.  "  I  always 
ce  believed,  in  Mr.  Horner's  time,  that  his  principle  was 
"  completely  right ;  and,  from  being  connected  with  the 
"  exchanges,  I  was  able  to  see  many  practical  circum- 
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"  stances  which  tended  to  shew  that  the  fact  was  so;  but 
"  with  regard  to  the  Bank,  over  and  over  again,  they 
"  found  the  practice  wrong  in  their  estimation,  because 
"  the  exchanges  did  not  follow  the  Bank  of  England 
"  circulation ;  but  they  did  not  know  what  the  country 
"  circulation  was  then,  and  it  was  not  till  the  year 
"  1819  that  we  got  a  good  account  of  the  country 
ft  circulation,  and  then  we  found,  that  putting  the  two 
"  together,  it  gave  a  very  different  account"  (p.  143, 
Q.  2074). 

Had  it  been  true,  that  "  when  the  Bank  of  England 
"  increases  or  decreases  the  amount  of  its  notes,  the 
"  country  Banks  do  the  same,"  the  fact  here  stated  by 
Mr.  Ward  could  not  have  occurred.  The  exchanges 
must  in  that  case  have  followed  the  Bank  of  England ; 
and  the  putting  together  of  the  two,  Country  and  Bank 
circulation,  could  not  have  given  a  different  account  from 
that  which  was  obtained  from  a  statement  of  the  Bank 
circulation  only.  We  have,  in  this  statement,  distinct 
testimony  to  the  fact,  that  the  action  of  the  Bank  of 
England  was  over  and  over  again  counteracted  by  the 
country  issuers ;  to  the  extent  even  of  preventing  the 
action  of  the  Bank  of  England  from  producing  its  proper 
effect  upon  the  exchanges. 

Again,  in  1835  and  1836,  we  have  an  example  of  an 
increase  of  the  country  issues  accompanying  a  decrease  of 
those  of  the  Bank.  The  circumstances  of  this  case  can- 
not be  so  well  stated  as  by  quoting  the  words  of  Mr. 
Norman  in  his  very  instructive  "  Remarks  on  Currency 
and  Banking." 
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By  a  table  to  which  he  refers,  it  appears  that  Bank  of 
England  circulation  was — 

in  Sept.  1835,  £17,320,000 

UN                  ,  Ty                 in  June,  1836,  17,184,000 

4/JFORNIA.  „                       Decrease....  £     136,000 

Country  bank  circulation  was — 

in  Sept.  1835,  £10,420,000 

in  June,  1836,  12,202,000 


Increase....    £  1,782,000 

Upon  this  large  increase  of  the  country  issues,  not 
based  upon  any  corresponding  increase  by  the  Bank  of 
England,  Mr.  Norman  observes,  "  it  may  be  well  to  direct 
s(  the  reader's  attention  to  the  tabular  statement,  with  a 
"  view  to  point  out  the  conclusive  evidence  it  affords,  in 
(i  refutation  of  the  elaborate  reasoning  of  Colonel  Torrens, 
"  intended  to  show  that  the  Bank  of  England  has  always 
"  the  power  of  controlling  the  issues  of  provincial  banks, 
"  within  a  period  so  short  as  to  prevent  any  derangement 
"  in  the  whole  currency.  We  there  see  an  almost  pro- 
"  gressive  increase  in  the  latter  part  of  1835,  and  the  first 
"  six  months  of  1836,  in  the  circulation  of  the  joint-stock 
"  and  private  banks,  while  that  of  the  Bank  of  England 
"  had  on  the  whole  diminished,  and  this  during  a  period 
"  of  time  quite  long  enough  to  influence  prices,  and  cause 
"  great  mercantile  miscalculations. 

"  It  is  very  true  that  convertible  paper  cannot  perma- 
"  nently  be  depreciated,  that  it  must  at  length  become 
"  equivalent  to  the  specie  it  represents  ;  but  under 
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"  certain    circumstances    the    adjustment    may    be    long 
"  deferred." 

A  similar  contrariety  of  action  on  the  part  of  the 
Bank  and  the  country  issuers  occurred  again,  in  a  still 
more  marked  and  striking  manner,  in  the  two  last  years  ; 
to  which  we  have  already  directed  the  attention  of  the 
reader. 

IV.  A  speech,  delivered  in  the  House  of  Commons  on 
8th  July  last  by  Mr.  Hume,  has  been  printed  and  circu- 
lated, the  principal  object  of  which  is  to  prove  that  the 
great  variations  which  have  occurred  in  the  value  of  the 
currency,  and  the  severe  pressure  on  the  money-market  in 
1825-6,  and  again  in  1836-7,  are  wholly  owing  to  the  mis- 
management of  the  Bank  ;  and  that  great  blame  has  been 
unjustly  cast  on  the  other  banks  of  issue,  attributing  to 
them  those  derangements  of  the  currency  which  have  been 
caused  by  the  over-issues  of  the  Bank  of  England. 
Annexed  to  that  speech  is  a  table  of  the  liabilities  and 
assets  of  the  Bank,  and,  also,  a  statement  of  the  circula- 
tion of  private  and  joint-stock  banks,  from  an  examination 
of  which  the  following  facts  are  derived  : — 

BANK    OF    ENGLAND. 
Highest  circulation,   Oct.  1833  £19,823,000 
Lowest        ditto,        Jan.  1836      17,262,000 

Greatest  amount  of  fluctuation    £  2,561,000  or  about  14  per  cent. 

COUNTRY    ISSUES. 

Highest  circulation,  June  1839  £12,275,000 
Lowest        ditto,       Sept.  1837      10,142,000 


Greatest  amount  of  fluctuation    £  2,133,000  or  about  20  per  cent. 
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It  thus  appears  that  the  maximum  of  fluctuation  in 
the  circulation  of  the  Bank  of  England  is  considerably 
less  than  the  maximum  of  fluctuation  in  the  circulation  of 
the  country  issuers. 

But  the  fluctuation  of  the  country  issuers  not  only 
exceeds  that  of  the  Bank  of  England  in  extent,  it  also 
acts  in  the  opposite  direction  to  it. 

Bank  of  England  Issues,  September,  1834 £19,126,000 

Ditto  June,  1836 17,899,000 


DECREASE  of  Bank  Issues  from  «  , 

Sept.  1834,  to  June,  1836 

Country  Issues,  September,  1834    £10,154,000 

Ditto  June,  1836    12,202,000 

INCREASE  of  Country  Issues  from  \  „  9  n .    nn 

Sept.  1834,  to  June,  1836    f    ' 

Again, 

Bank  of  England  Issues,  September,  1838 £19,665,000 

Ditto  June,  1839 18,101,000 

DECREASE  of  Bank  Issues  from ) 

Sept.  1838,  to  June,  1839    \    ; '  1>564>°° 

Country  Issues,  September,  1838    £11,364,000 

Ditto  June,  1839   , 12,275,000 

INCREASE  of  Country  Issues  from  )  „ 

Sept.  1838,  to  June,  1839    J 

Here  are  two  striking  instances  of  continuous  increase 
of  issues  by  the  country  issuers  during  a  period  when  the 
Bank  issues  had  been  contracted.  And  it  must  be  further 
observed,  that  the  highest  amount  to  which  the  country 
issues  have  ever  been  carried  was  in  June,  1839  ;  a  period 
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of  unfavourable  exchanges,  of  heavy  drain  upon  the 
bullion,  and  when  every  consideration  required  a  dimin- 
ished, and  not  an  augmented,  amount  of  circulation. 

But  furthermore,  the  periods  at  which  the  circulation 
of  the  Bank  of  England  and  of  the  country  issuers  attain 
their  maximum  and  minimum  points  have  no  tendency  to 
coincide,  as  they  ought  to  do,  and  as  they  would  do,  under 
a  sound  system  of  managing  the  circulation. 

Maximum  Circulation  of  Bank  of  England 

October,  1833   :. £19,823,000 

Ditto  of  Country  Issuers,  June,  1839 12,275,000 

Again, 

Minimum  Circulation  of  Bank   of  England, 

January,  1836  £17,262,000 

Ditto  of  Country  Issuers,  September,  1837   ....       10,142,000 

We  will  allude  only  to  one  further  fact  derived  from 
these  tables.  The  minimum  circulation  of  the  country 
issues  was  in  September,  1837,  and  they  reached  their 
maximum  in  June,  1839. 

Country  Issues,  September,  1837  £10,142,000 

Ditto  June  1839  12,275,000 

Increase £  2,133,000 

This  large  increase  of  issue  on  the  part  of  the  country 
issuers  must  of  course  have  taken  place  in  obedience  to 
the  controlling  power  of  the  Bank  of  England  ;  she  must 
have  decreed  increase  of  issue  and  they  must  have  obeyed. 
What  are  the  facts  of  the  case  ? 
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Bank  of  England  Issues,  September,  1837 £18,814,000 

Ditto  June,  1839 18,101,000 

Decrease £     713,000 


The  Bank,  it  appears,  decreed  diminution  of  issue, 
and  her  country  subjects  replied  by  a  large  increase  of 
issue  ! ! 

But  what  during  this  period  was  the  state  of  the 
bullion,  by  which  all  paper  issues,  Country  as  well  as 
Bank  of  England,  ought  to  be  regulated  ? 

Bullion,  September,  1837 £  6,303,000 

Ditto      June,  1839   4,344,000 

Decrease  £  1,959,000 


It  thus  appears  that  between  the  month  of  September, 
1837,  and  June,  1839,  whilst  the  bullion  suffered  a  large 
diminution,  and  the  issues  of  the  Bank  of  England  were 
certainly  not  increased,  the  Country  Banks  augmented 
their  issues  full  20  per  cent. ;  having,  during  this  very 
period,  carried  them  from  a  point  of  extreme  depression 
to  an  amount  higher  than  they  had  ever  before  attained. 

These  facts  are  irreconcileable  with  the  doctrine  which 
maintains  that  the  Bank  of  England  has  uncontrolled 
dominion  over  the  circulation  of  the  country  ;  and  unless 
they  can  be  disproved,  it  is  unreasonable  to  attribute  the 
derangement  of  the  currency  wholly  to  her  mismanage- 
ment.* 


*  When  a  derangement  of  the  circulation  took  place  on  a  former 
occasion  (1837)  and  was  attributed  entirely  to  the  misconduct  of  the 
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That  the  Bank  of  England  is  liable  to  the  charge  of 
undue  delay  in  commencing  the  contraction  of  her  issues, 
and  of  the  want  of  sufficient  firmness  in  making  that  con- 
traction correspond  to  the  extent  of  the  drain  upon  her 
bullion,  we  are  not  disposed  to  deny ;  indeed  we  have 
been  amongst  the  foremost  in  maintaining  this  doctrine. 
At  the  same  time  we  cannot  exonerate  the  system  upon 
which  the  country  issues  are  established,  from  its  fair 
share  of  blame ;  and  that,  we  think,  must  be  admitted  to 
be  considerable,  when  it  is  shewn  that  the  country  issues 
fluctuate  in  amount  to  a  greater  extent  than  those  of  the 
Bank  of  England,  and  that  in  critical  periods  they  have 
increased,  whilst  the  bullion  and  the  issues  of  the  Bank 
of  England  have  been  in  course  of  reduction.  "  So  long 
"  as  any  individual  or  set  of  individuals,  may  usurp  the 
"  royal  prerogative  and  issue  paper  without  let  or  hin- 
"  drance,  so  long  will  it  be  issued  in  excess,  in  periods 
"  when  prices  are  rising  and  confidence  high ;  and  be 
rt  suddenly  and  improperly  withdrawn  when  prices  are 


country  issuers,  the  writer,  in  a  pamphlet  published  by  him  at  that 
time,  endeavoured  to  show  that  the  Bank  of  England  had  not  regu- 
lated her  issues  with  that  strict  regard  to  principle  which  would 
warrant  her  in  throwing  the  blame  entirely  upon  other  parties.  The 
charge  is  now  directed  to  the  opposite  quarter  ;  and  in  reply  to  it  he 
has  endeavoured  to  show  that  the  conduct  of  the  country  issuers  has 
not  been  of  that  unexceptionable  character  which  will  exempt  them 
from  censure,  and  leave  it  to  fall  exclusively  upon  the  Bank  of 
England.  Neither  party  has  conformed  in  the  regulation  of  its  issues 
to  the  state  of  the  bullion — nor,  omitting  that  consideration,  have 
the  fluctuations  of  the  country  issuers  conformed  to  those  of  the 
central  issuer. 
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"falling  and  confidence  shaken." — M'CullocKs   Notes   to 
Adam  Smith. 

In  our  endeavour  to  ascertain  the  extent  to  which  the 
country  issues  interfere  with  the  Bank. of  England,  and 
obstruct  her  efforts  to  regulate  the  circulation,  we  are 
most  anxious  to  state  the  case  with  perfect  fairness ;  to 
extenuate  nothing,  and  at  the  same  time  to  set  down 
nothing  against  them  unjustly.  It  is  therefore  a  subject 
of  great  satisfaction  to  be  enabled  to  state  our  own  con- 
clusions in  the  words  of  a  writer,  whose  authority  is 
entitled  to  the  greatest  weight,  both  on  account  of  the 
extreme  care  with  which  he  balances  conflicting  con- 
siderations, and  the  measured  and  cautious  language  in 
which  his  conclusions  are  stated,  "  It  may  be  remarked 
"  of  this  portion  of  the  circulating  medium  (country  bank 
"  paper),  that  supposing  it  to  bear  for  local  purposes,  a 
"  certain  due  proportion  to  the  basis  of  the  currency,  the 
"  deviations  from  this  its  due  level  have  been,  not  only 
"  during,  but  before  and  since  the  restriction,  very  con- 
"  siderable,  expanding  under  circumstances,  and  in  a 
"  state  of  opinion,  favouring  a  rise  of  prices,  and  col- 
"  lapsing  under  the  opposite  circumstances;  and  these 
le  expansions  and  contractions  have,  in  the  majority  of 
u  instances,  not  been  preceded  by  any  corresponding 
"  variations  of  the  Bank  issues,  although  eventually  they 
"  have  come  under  the  limitation  and  control  of  the  Bank 
u  regulation." — Tooke's  History  of  Prices,  vol.  1,  p.  148. 

V.  Upon  this  branch  of  the  subject  it  is  necessary  to 
keep  in  view  the  important  distinction  between  the  vices 
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of  a  system,  and  the  misconduct  of  those  who  administer 
that  system.  The  one  is  often  confounded  with  and 
mistaken  for  the  other;  in  consequence  of  which,  in- 
justice is  done  to  individuals,  and  remedial  measures, 
being  misdirected,  lose  their  efficiency.  The  system  of 
our  country  issues  may  be  deserving  of  all  condemnation, 
whilst  the  individual  conduct  of  the  issuers  may  be  no 
just  subject  for  censure.  Law,  it  has  been  said,  is  the 
educator  of  nations  ;  and  certainly  in  the  case  before  us 
the  course  pursued  by  a  highly  respectable  and  important 
class  is  the  natural,  we  might  even  say  the  necessary, 
result  of  the  laws  under  which  they  act.  The  legislature 
has  given  to  the  country  issuers  the  formidable  power  of 
creating  money,  and  at  the  same  time  has  opened  before 
them  the  whole  field  of  private  interest  in  which  to 
exercise  that  power ;  it  has  laid  down  no  rule  to  guide 
them  in  the  right  course,  nor  any  motive  to  induce  them 
to  follow  it.  When  individuals  pursue  their  own  in- 
terests, without  violating  the  laws  of  their  country  or  the 
just  rights  of  their  neighbours,  they  are  beyond  the  reach 
of  censure ;  and  if  in  this  natural  and  legitimate  course 
of  procedure  their  measures  militate  against  the  public 
interest,  the  fault  rests  not  with  them,  but  with  the  laws 
within  whose  limits  and  under  whose  sanction  they  are 
acting ;  it  is  by  reforming  the  latter  and  not  by  dealing 
out  censures  against  the  former  that  the  true  remedy 
must  be  sought.  The  most  stern  maintainer  of  the 
doctrines  of  the  Bulliouists,  if  placed  in  the  same 
circumstances  with  the  country  issuers,  would  act  as  they 
have  acted.  Their  measures  are  the  result  of  principles 
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common  to  human  nature  under  all  circumstances,  and 
which  it  is  the  appropriate  business  of  wise  legislation  so 
to  control  and  direct  as  to  render  them  productive  of 
public  as  much  as  of  individual  advantage.  When  this 
result  is  not  attained,  we  are  necessarily  involved  in  the 
dilemma  of  being  obliged  to  blame  the  acts,  whilst  we  can 
find  no  just  fault  with  the  agents.  We  "love  th'  offender 
"  yet  condemn  th'  offence." 

VI.  The  state  of  the  circulation  in  Scotland  is  often 
referred  to,  as  affording  a  striking  example  of  the  advan- 
tages of  a  well-munaged  currency,  obtained  through  the 
system  of  multiplied  issuers,  all  acting  upon  equal  terms 
and  independently  of  each  other.  It  is  to  this  case  the 
advocates  of  competition  for  the  regulation  of  a  paper  cur- 
rency usually  appeal ;  conceiving  that  it  presents  a  prac- 
tical demonstration  of  the  soundness  of  their  views. 

The  magnitude  of  the  Scotch  banking  companies  and 
the  limited  number  of  them  ;  the  great  respectability  of 
the  parties  engaged  in  the  management  of  them  ;  the 
abundant  resources  which  they  are  well  known  to  pos- 
sess ;  and  the  successful  career  which  they  have  long 
pursued  ;  all  these  circumstances  combine  to  secure,  and 
justly  so,  to  these  establishments,  a  high  reputation  as 
banking  concerns.  Prudence  in  the  conduct  of  their 
business,  and  ample  security  for  the  safety  of  all  their 
transactions,  and  especially  for  the  solidity  of  the  paper 
money  which  they  issue,  are,  beyond  all  doubt,  charac- 
teristics highly  creditable  to  the  Scotch  system  of  banking. 
In  these  respects,  as  far  as  regards  Credit,  Prudence,  and 
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Wealth,  the  Scotch  banks  present  themselves  to  the 
public  eye,  in  a  drapery  at  once  gorgeous  and  attractive ; 
but  when  we  come  to  examine  the  internal  machinery  of 
them,  not  as  banking  establishments,  in  which  respect 
they  are  unexceptionable,  but  as  managers  of  the  circula- 
tion of  that  country,  possessing  the  power  of  regulating 
and  controlling  the  amount  of  the  paper  issues,  we  much 
doubt  whether  they  will  be  found  to  be  free  from  those 
vices  which  attach  generally  to  all  systems,  involving  a 
multiplicity  of  issuers. 

In  one  respect,  and  that  a  very  important  one,  the 
Scotch  issuers  are  similarly  circumstanced  with  the 
country  issuers  in  England. 

They  are  not  subjected  to  the  necessity  of  providing 
gold  on  their  own  account  to  meet  their  issues.  That 
obligation  as  regards  the  Scotch  circulation  devolves 
exclusively  upon  the  Bank  of  England,  as  much  as  it 
does  with  respect  to  the  local  issues  of  this  country.  It 
is  only  necessary  for  the  Scotch  Banks,  in  common  with 
the  country  banks  of  England,  to  hold  a  sufficient  amount 
of  realizable  securities,  by  which  they  can  obtain  a  com- 
mand of  Bank  of  England  notes.  No  farther  duty  is 
imposed  upon  them  ;  and  if  gold  is  required  either  in 
consequence  of  the  state  of  the  foreign  exchanges,  or  of 
internal  demand,  upon  the  Bank  exclusively  falls  the 
necessity  of  providing  it.  Hence  the  Scotch  banks  are 
under  no  direct  obligation  to  regulate  the  amount  of  their 
issues  by  reference  to  the  state  of  the  exchanges. 

From  the  rivalship  of  English  issuers,  it  is  true,  the 
Scotch  Banks  are  sufficiently  protected  ;  neither  our  local 
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notes,  nor  those  of  the  Bank  of  England,  have  any  footing 
in  Scotland.  A  line  of  demarkation,  in  this  respect,  is 
established  by  usage  and  the  habits  of  the  people  between 
the  two  countries  ;  and  the  Scotch  issuers  are  subjected  to 
no  other  competition  than  that  which  springs  up  amongst 
themselves.  To  this  extent,  however,  they  are  to  all 
intents  and  purposes  rival  issuers ;  anxious  each  to  extend 
its  own  issue ;  and  watchful,  lest  by  want  of  suffi- 
cient activity,  any  portion  of  the  common  field  of  action 
should  be  lost  to  them,  and  occupied  by  a  competitor. 
Is  it  possible  to  doubt  that  under  such  circumstances, 
there  must  exist  on  the  part  of  the  Scotch  Banks  a  con- 
stant tendency  to  expand  the  circulation  of  each  concern  ; 
subject  to  no  restraint,  but  that  which  arises  from  the 
operation  of  those  unalterable  principles  which  fix  a  limit, 
beyond  which  the  aggregate  circulation  of  the  country 
cannot  be  permanently  extended  ? 

If  in  opposition  to  these  general  considerations  it  is 
contended  that  the  Scotch  banking  system  presents  a 
peculiar  exception ;  and  that  the  issues  of  that  country 
are  not  subject  to  those  fluctuations  which  occur  in  cur- 
rencies similarly  circumstanced  elsewhere, — this  fact  must 
be  established  on  the  part  of  those  who  assert  it,  by  some 
direct  and  positive  proof. 

The  best  evidence  would  be  a  periodical  statement  of 
the  amount  of  the  Scotch  issues,  similar  to  that  which  is 
now  published  of  the  country  issues  of  England.  Such  a 
statement  would  render  further  discussion  needless ;  as  it 
would  at  once  shew  with  what  degree  of  accuracy,  both 
as  to  time  and  amount,  the  fluctuations  of  the  Scotch 

I 
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issues  correspond  with  the  variations  in  the  amount  of 
bullion,  or  of  the  Bank  of  England  circulation.  But  to 
such  a  test  we  have  no  power  of  appealing. 

The  next  best  evidence  then  is  to  be  found  in  the 
general  state  of  trade  and  steadiness  of  prices.  A  better 
managed  circulation,  if  it  exists,  ought  to  evidence  itself 
by  its  effects,  in  a  more  steady  and  healthy  state  of  things, 
as  regards  prices  and  the  condition  of  trade.  We  are  not 
aware,  nor  indeed  do  we  believe  that  it  is  ever  asserted, 
that  any  difference  can  be  traced  in  these  respects  between 
Scotland  and  England ;  the  variation  of  prices  is  as  great, 
the  spirit  of  speculation  is  as  active,  in  the  trading  dis- 
tricts of  the  one  country,  as  in  those  of  the  other ;  the 
commercial  storms  which  occasionally  desolate  the  manu- 
facturing plains  of  Yorkshire  and  Lancashire  are  not 
arrested  in  their  progress  when  they  reach  the  borders  ; — 
Glasgow  and  Paisley  feel  their  force  as  much  as  Man- 
chester and  Leeds  ; — and  in  fact  all  the  evils  to  which  a 
trading  community  is  exposed ;  fluctuation  of  prices, 
recurrence  of  commercial  pressure,  stagnation  of  markets, 
losses  by  insolvency,  occur  with  as  much  frequency  and 
intensity  under  the  Scotch  system  of  currency,,  as  under 
that  which  exists  in  England. 

We  have  therefore  neither  the  direct  proof,  which  is 
to  be  derived  from  published  account  alone,  nor  the 
strong  presumptive  evidence  which  might  be  drawn  from 
an  habitually  more  healthy  state  of  trade,  in  favour  of  the 
superiority  of  the  currency  of  either  country  over  that  of 
its  neighbour. 

But  we  are  told  that  the  mode  in  which  the  accounts 
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are  worked  upon  the  Scotch  system,  and  the  exchange  of 
notes  by  the  Banks  amongst  each  other,  have  a  strong 
tendency  to  prevent  over-issue.  What  proof,  however,  is 
adduced  of  this  assertion  ?  It  looks  very  like  reasoning 
in  a  circle.  It  assumes  the  goodness  of  the  Scotch  sys- 
tem, and  upon  that  assumption  as  its  premiss,  it  proceeds 
to  found  the  proof  of  the  thing  assumed.  It  is  possible  that 
such  a  system  may  have  a  tendency  to  check  the  dis- 
turbance of  the  mutual  proportions  of  the  different  issuers 
amongst  each  other ;  but  it  is  not  very  easy  to  perceive  in 
what  way  it  can  tend  to  prevent  a  general  tendency  of 
the  Scotch  issues  to  run  to  excess. 

The  improper  fluctuations  in  the  amount  of  the  paper 
currency  of  England  arise  from  three  circumstances. 
First,  That  currency  is  issued  under  the  influence  of 
competition,  which  necessarily  tends  to  produce  excess. 
Second,  It  is  issued  in  the  form  of  advances  for  com- 
mercial purposes.  A  rise  of  prices  is  therefore  accom- 
panied by  an  increase  of  issues,  and  a  fall  of  prices  by  a 
diminution  of  issues ;  and  thus  greater  fluctuations  take 
place  than  would  occur  with  a  metallic  currency.  Third, 
The  issuers  generally  are  not  placed  under  a  direct  obli- 
gation to  provide  themselves  with  the  gold  requisite  to 
meet  the  demands  upon  them,  and  therefore  have  no  suf- 
ficient inducement  to  look  to  the  state  of  the  exchanges 
in  regulating  the  amount  of  their  issues.  In  all  these 
respects  the  Scotch  system  of  circulation  is  equally  defec- 
tive with  the  English ;  and  no  reasonable  ground  whatever 
is  assigned  for  supposing  that  the  same  causes  do  not  pro- 
duce in  each  country  the  same  effects. 

I  2 
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The  solidity  of  the  paper  money  in  Scotland  is  perhaps 
more  effectually  provided  for  than  in  England.  Insol- 
vency on  the  part  of  the  issuers  is  of  less  frequent 
occurrence  ;  and  from  this  fact,  too  hasty  a  conclusion  is 
not  urifrequently  drawn  in  favour  of  the  general  supe- 
riority of  the  management  of  the  circulation  in  Scotland. 
Security  for  the  ultimate  solvency  of  those  who  issue  paper 
money  is  confounded  with,  and  conceived  to  be  the  same 
thing  as,  security  for  the  due  regulation  of  the  amount  of 
that  paper  money ; — a  fallacy  very  prevalent,  and  from 
which  the  most  erroneous  views  arise.  (See  Appendix 
C.)  Insolvency  on  the  part  of  an  issuer  affects  the  spe- 
cific holders  of  the  notes  of  that  issuer,  and  those  only ; 
but  improper  fluctuations  in  the  amount  of  the  paper 
issues  affect  the  whole  community  in  common ;  they  dis- 
turb to  a  greater  or  less  extent,  the  steadiness  of  prices, 
and  the  regular  movements  of  trade ;  they  tend  to  derange 
the  equilibrium  of  exchange  with  other  countries ;  and  if 
not  subjected  to  timely  control,  they  may  endanger  the 
very  basis  of  the  whole  monetary  system  of  the  country 
in  which  they  occur.  The  former  evil  is  local  and  par- 
ticular ;  the  latter  is  general,  affecting  the  whole  country 
and  every  individual  in  it.  A  system  therefore  which 
affords  protection  against  the  former  evil,  but  contains  no 
unusual  or  definite  provision  against  the  latter  evil,  must 
still  be  considered  as  defective  in  the  most  essential  point. 
This  we  conceive  to  be  the  actual  state  of  the  manage- 
ment of  the  circulation  in  Scotland ;  good,  so  far  as  the 
security  of  those  who  hold  the  notes  is  concerned ;  vicious, 
equally  with  the  English  system,  in  all  that  respects  the 
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due  regulation  of  the  fluctuations  in  the  aggregate  amount 
of  the  circulation. 


VII.  This  discussion  might  very  naturally  carry  us 
forward  to  a  consideration  of  the  state  of  the  circulation 
in  Ireland ;  it  is  unnecessary,  however,  to  pursue  the 
subject  further.  The  principles  which  we  have  discussed, 
if  true  at  all,  are  universally  true ;  and  the  objections  to 
multiplied  and  rival  issues  of  paper  money  are  not  more 
applicable  to  England  and  Scotland  than  they  are  to  Ire- 
land. The  first  determining  step  of  the  legislature  upon 
this  subject  will  probably  be  taken  with  reference  to  the 
latter  country ;  and  the  course^pursued  with  respect  to 
the  renewal  of  the  Charter  of  the  Bank  of  Ireland  will 
decide  the  future  character  of  our  general  legislation 
respecting  the  management  of  the  circulation.  The  public 
must  come  to  a  practical  decision  between  the  opposing 
plans.  Rival  issuers,  equal  in  power  and  unlimited  in 
number,  on  the  one  hand ;  a  single  issuer,  limited  in  his 
functions  but  invested  with  plenary  power  for  the  dis- 
charge of  them,  on  the  other  hand,  are  the  respective 
principles,  however  much  they  may  each  be  modified  by 
the  details  of  practical  arrangements.  If  the  decision  is 
to  be  first  taken  upon  Irish  ground,  let  not  this  accident 
mislead  the  public  by  the  impression  that  it  is  a  question 
of  exclusively  Irish  interest.  A  precedent  is  to  be  esta- 
blished, a  principle  is  to  be  decided,  which  will  hereafter, 
and  at  no  distant  period,  be  applied  to  the  monetary  regu- 
lation of  the  whole  kingdom.  We  trust  this  subject  will 
attract  the  attention  which  it  deserves  ;  it  is  not  the 
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extent  or  magnitude  of  the  movement  which  gives  impor- 
tance to  legislative  action,  so  much  as  the  direction  in 
which  it  tends ;  and  measures,  in  themselves  of  limited 
importance,  often  lead  to  most  extensive  consequences, 
because,  unperceived  at  the  moment,  they  have  established 
a  principle  susceptible  of  wide  application. 


CHAPTER  IV. 

On    the    Consequences    which   depend  on   a    good  or    bad 
Management  of  the   Circulation. 

I.  The  system  upon  which  our  paper-issues  are 
managed,  and  the  causes  of  the  fluctuations  which  so  fre- 
quently occur,  have  thus  far  engaged  our  attention.  For 
the  complete  understanding  of  the  subject,  it  is  necessary 
that  we  should  now  consider  in  what  manner  and  to  what 
extent  the  interests  of  the  community  are  affected  by  a 
good  or  bad  management  of  the  circulation.  Doubts  have 
been  raised  as  to  the  effect  which  any  degree  of  mis- 
management of  a  paper-currency,  so  long  as  it  is  convertible 
and  the  issuers  of  it  continue  solvent,  can  produce  either 
in  creating,  intensifying,  or  prolonging  the  evils  of  commer- 
cial oscillations.  Whilst  some  parties,  as  we  have  seen, 
attribute  the  fluctuations  of  trade,  and  the  not  unfrequent 
recurrence  of  mercantile  and  commercial  difficulty,  almost 
exclusively  to  mismanagement  of  the  currency ;  other 
persons  have  taken  a  very  different  view  of  the  subject. 
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Fluctuations  in  trade,  they  contend,  are  necessarily  con- 
nected with  the  very  existence  of  commerce  ;  variations 
in  the  relation  of  supply  and  demand  arise  out  of  natural 
circumstances,  and  will  produce  alternations  of  prosperity 
and  depression,  whatever  be  the  circulating  medium,  and 
in  whatever  manner  regulated.  The  case  would  not  be 
different  were  the  circulation  wholly  metallic.  Specula- 
tion, according  to  their  views,  originates  in  causes  uncon- 
nected with  the  state  of  the  currency  ;  and  although  an 
undue  amount  of  issue  may  aggravate  the  evil,  where  it 
exists  ;  yet  prices  are  but  indirectly  and  distantly  con- 
nected with  variations  in  the  amount  of  the  currency, 
whilst  other  causes  affect  them  more  immediately  and 
more  powerfully.  (See  Appendix  D.) 

It  is  desirable,  no  doubt,  that  a  correct  understanding 
should  exist  on  this  point.  Exaggerated  views  of  this,  as 
of  any  other  subject,  may  very  possibly  have  been  indulged 
in  by  those  who  direct  an  exclusive  attention  to  the  exa- 
mination of  it  ;  but  we  must  not  on  that  account  run  into 
the  opposite  extreme,  and  close  our  eyes  to  the  serious 
consequences  to  a  trading  community,  which  depend  upon 
the  regulation  of  the  circulating  medium.  The  currency 
in  which  all  transactions  are  adjusted  has  the  same  refer- 
ence to  the  healthy  state  of  trade,  which  the  atmosphere 
in  which  we  all  live  has  to  the  physical  constitution  of 
our  bodies ;  irregularities  and  disorders  may  arise  from  a 
variety  of  causes,  but  the  duration  and  virulence  of  them 
will  materially  depend  upon  the  pure,  healthy,  and  well- 
regulated  condition  of  the  medium  in  which  they  exist. 
A  well-managed  currency  cannot  prevent  the  occurrence 
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of  periods  of  excitement  and  over-trading,  nor  of  their 
necessary  consequences,  commercial  pressure  and  distress ; 
but  it  may  tend  very  powerfully  to  diminish  the  fre- 
quency of  their  return,  toTestrain  the  suddenness  of  their 
outbreak,  and  to  limit  the  extent  of  their  mischief.  The 
connexion  again  between  fluctuations  in  prices  and 
variations  in  the  amount  of  the  circulating  medium  is  a 
question  of  extremely  difficult  solution  in  its  detail  ;  and, 
probably,  after  the  most  laborious  investigation  of  it,  we 
can  only  come  to  the  conclusion,  that  the  immediate  effect 
upon  prices  of  any  variation  in  the  amount  of  the  circula- 
tion may  be  over-estimated,  whilst  there  undoubtedly 
exists  a  very  intimate  connexion  between  them.  Indeed, 
unless  this  be  admitted,  the  whole  doctrine  of  regulating 
the  circulation  by  reference  to  the  state  of  the  exchanges 
falls  to  the  ground,  and  we  are  left  without  any  prin- 
ciple upon  which  the  management  of /the  circulation 
can  rest. 

Whatever  differences  of  opinion,  however,  may  exist 
as  to  the  extent  to  which  either  fluctuations  in  the  state 
of  trade,  or  the  rise  and  fall  of  prices,  are  attributable  to 
an  imperfect  regulation  of  the  currency  ;  these,  it  must 
be  admitted,  are  secondary  considerations  only.  Unless 
the  paper  circulation  of  the  country  be  regulated  by  a 
fixed  rule,  not  fitful  and  capricious  in  its  operation,  but 
constant  and  invariable,  its  convertibility  at  all  times  can- 
not be  effectually  secured,  and  the  maintenance  of  the 
value  of  the  currency,  as  measured  by  its  ancient  metal- 
lic standard,  must  become j  precarious  and  uncertain. 
Upon  this  point  the  events  of  the  past  year  present  us 
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with  an  example  pregnant  with  the  most  valuable  in- 
struction. 

The  monetary  systems  of  the  two  principal  commer- 
cial communities  of  the  world  have  been  subjected  to  a 
severe  trial.  In  England  a  combination  of  adverse  cir- 
cumstances has  caused  a  prolonged  period  of  unfavourable 
exchanges ;  a  heavy  drain  upon  the  bullion  of  the  Bank 
has  ensued  ;  the  necessary  reduction  of  the  amount  of  the 
paper-circulation  of  the  country  has  been  delayed,  till 
some  time  subsequent  to  the  commencement  of  the  loss  of 
bullion,  and  has  not  at  any  time  been  carried  to  a  corre- 
sponding extent.  The  consequence  of  this  has  been  a 
reduction  of  the  bullion  to  a  point  which  justly  caused 
very  serious  alarm,  and  a  general  conviction  that  the 
monetary  system  of  the  country  had  been  brought  into 
imminent  danger.  The  difficulty,  however,  there  is 
reason  to  believe,  has  been  overcome ;  the  bullion  is 
again  increasing,  and  the  regulation  of  our  paper-cur- 
rency by  reference  to  its  ancient  metallic  standard,  we 
may  reasonably  expect,  will  be  maintained. 

How  striking  is  the  contrast  if  we  turn  to  the  United 
States.  Connected  as  that  country  is  with  England  in 
all  its  commercial  relations,  it  was  impossible  that  the 
circumstances  which  caused  a  heavy  pressure  upon  the 
monetary  system  of  one  country  should  not  at  the  same 
time  seriously  affect  that  of  the  other.  (See  Appendix  E.) 
The  drain  upon  our  bullion,  and  the  measures  necessarily 
taken  to  counteract  it,  were  immediately  felt  in  their 
effects  upon  the  banking  system,  and  upon  the  currency 
of  the  United  States.  The  strength  and  solidity  of  the 
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system  upon  which  the  circulation  of  each  country  is 
established,  were  thus  simultaneously  brought  to  a  con- 
clusive trial ;  and  the  different  result  in  each  case  might 
have  been  reasonably  anticipated,  from  the  different 
principles  upon  which  the  management  of  the  circulation 
in  each  country  is  based. 

In  the  United  States  the  paper-circulation  is  under  no 
general  system  or  control.  The  duty  of  maintaining  the 
convertibility  of  the  notes,  and  the  corresponding  power 
of  regulating  their  amount,  does  not  rest  with  any  speci- 
fied body  or  institution ;  unlimited  competition  exists 
amongst  banks  of  issue ;  and  these  banks  combine  with 
the  business  of  issue  all  the  ordinary  banking  business  of 
deposit  and  discount.  The  inevitable  tendency  of  this 
system  is  evidenced  by  recent  occurrences;  it  has  proved 
unable  to  sustain  the  trial,  and,  after  a  feeble  struggle, 
has  altogether  broken  down.  The  convertibility  of  the 
paper-circulation  has  not  'been'  effectually  maintained. 
The  country  is  subjected  to  all  the'fluctuations  and  con- 
fusion which  attend  a  suspension  of  specie  payments,  and 
will  have  to  grapple  hereafter  with  the  formidable  diffi- 
culties which  must  attend  the  effort  to  restore  a  sound 
system  of  currency. 

This  result  was  not  unforeseen  by  those  who  had 
carefully  investigated  the  principles  of  currency;  "  Sup- 
"  posing  the  Cabinet  of  Washington  to  be  sustained  in  its 
"  views  by  the  Representatives  of  the  American  people, 
"  and  that  the  Union  is  left  to  be  supplied  with  a  paper- 
"  currency,  by  an  unlimited  number  of  banks,  acting  in 
"  competition,  and  without  any  control  from  the  action 
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"  of  one  powerful  central  body,  we  may  anticipate,  with 
"  certainty,  a  succession  of  catastrophes  such  as  we  have 
f<  lately  seen,  occurring  at  intervals  more  or  less  distant 
"  according  to  circumstances."  (Norman  on  Currency, 
1838,  p.  60.)  This  striking  anticipation  of  a  monetary 
convulsion,  which  has  subsequently  occurred,  is  calculated 
to  create  confidence  in]  the  truth  of  the  principles  upon 
which  the  prediction  was  founded ;  and  to  establish  the 
assurance,  that  a  careful  investigation  of  general  prin- 
ciples will  always  prove  to  be  the  best  guide  through  the 
intricacies  of  practical  details. 

In  England,  the  paper  circulation  is  established  on 
the  sound  principle  of  vesting  in  one  institution  the 
power  of  controlling  its  amount,  and  the  duty  of  main- 
taining its  convertibility  ;  but  that  principle  is  very 
imperfectly  carried  out ;  the  power  of  control  is  incom- 
plete ;  rival  issues,  though  of  a  subordinate  character,  are 
permitted ;  banking  functions  are  united  with  the  manage- 
ment of  the  circulation,  though  in  a  more  limited  degree 
than  in  the  United  States. 

The  consequence  is,  that  our  system,  by  virtue  of  the 
sound  principle  upon  which  it  is  based,  has  sustained  the 
trial  to  which  it  has  been  subjected ;  although,  in  con- 
sequence of  the  inconsistencies  and  imperfections  which 
attach  to  it,  the  struggle  has  been  difficult  and  prolonged, 
and  accompanied  with  many  well-founded  apprehensions 
as  to  the  result.  Had  the  power  of  the  Bank  of  England 
over  the  circulation  been  complete,  and  not  counteracted 
in  the  first  instance  by  the  country  issuers ;  and  again, 
had  the  Bank  been  left  to  pursue  her  simple  duty  of 
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regulating  the  circulation  by  reference  only  to  the  state 
of  the  exchanges,  and  not  been  subjected  to  improper 
demands  upon  her  in  consequence  of  her  connection  w  ith 
the  Government  and  the  commercial  world,  her  difficulties 
would  have  been  greatly  diminished. 

It  is  not  always  safe  to  judge  of  measures  solely  by 
events ;  and  mankind  are  perhaps  too  ready  to  take  a 
fortunate  result  as  the  evidence  of  wisdom,  and  failure  as 
proof  of  folly.  But  in  those  cases  in  which  events  can  be 
clearly  connected  with  the  preceding  circumstances,  and 
be  shewn  to  be  their  natural  and  legitimate  effects,  we 
may  safely  infer  from  the  nature  of  the  results,  what  is 
the  character  of  the  system  from  which  they  proceed.  In 
the  case  before  us,  it  seems  impossible  to  doubt  that  the 
different  fate  which  has  befallen  the  monetary  system  of 
the  two  countries  is  the  consequence  of  the  different  prin- 
ciple upon  which  those  systems  are  founded ;  and  if  we 
are  intent  upon  profiting  by  experience,  and  wish  to 
derive  from  past  errors  the  lessons  of  future  wisdom,  we 
shall  surely  find  in  the  respective  condition  and  conduct 
of  the  Bank  of  England  and  of  the  Issuing  Banks  of  the 
United  States  during  the  last  year,  abundant  reason  for 
repudiating  the  principle  of  competition  in  the  manage- 
ment of  the  currency  ;  whilst  we  shall  perceive  more 
clearly  than  ever  the  necessity  of  strengthening  and 
extending  the  influence  of  the  Bank  of  England  as  a  bank 
of  issue,  and  at  the  same  time  restricting,  as  far  as  pos- 
sible, its  connection  with  the  business  of  deposits  and 
discount. 

These  occurrences  are  calculated  to  convey  the  most 
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useful  instruction  to  those  who  will  approach  them  in  a 
fair  spirit  of  inquiry,  and  free  from  the  bias  of  previous 
opinions,  adopted  either  upon  their  faith  in  other  men's 
judgment  or  upon  imperfect  and  hasty  consideration. 
There  still  exist  in  this  country  individuals,  rendered 
influential  by  their  station  as  well  as  by  their  activity,  who 
sanction  the  common  clamour  against  the  monopoly  of  the 
Bank  of  England,  and  attribute  to  that  cause  exclusively 
the  instability  of  our  currency,  and  the  fluctuations  of 
commercial  affairs.  It  is  the  usual  recourse  of  popular 
ignorance,  when  suffering  under  the  pressure  of  an  evil, 
the  cause  of  which  they  do  not  understand,  to  attribute  it 
to  the  baneful  effects  of  some  supposed  monopoly. 

Mr.  Senior,  in  his  Lectures  on  Political  Economy, 
1830,  when  describing  the  effect  of  the  French  assignats 
upon  the  prices  of  all  commodities,  observes :  "  the  so- 
"  vereign  people  felt  and  acted  with  the  usual  folly  and 
f '  violence  of  a  despot.  The  depreciation  of  the  assignats 
"  was  attributed  to  the  conspiracies  of  the  Aristocrats, 
"  and  to  the  intrigues  of  Mr.  Pitt.  The  rise  of  prices 
"  was  explained  by  the  favourite  theory  of  a  monopoly." 
Even  the  institution  of  property,  that  indispensable  ac- 
companiment of  civilization,  has  been  attacked  by  the 
ignorant  as  « the  monopoly  of  the  rich ;"  and  under  the 
influence  of  a  similar  feeling,  those  who  have  not  taken 
the  trouble  to  trace  the  defects  of  our  monetary  system  to 
their  true  causes,  at  once  have  recourse  "  to  the  favourite 
theory  of  a  monopoly."  "  There  is  nothing  which  requires 
s(  more  vigilance  than  the  current  phrases  of  the  day,  of 
"  which  there  are  always  some  resorted  to  in  every  dis- 
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"  pute,  and  from  the  sovereign  authority  of  which  it  is 
"  often  vain  to  make  any  appeal."  *  "  Monopolies  are 
"  mischievous."  "  Exclusive  privileges  are  out  of  date." 
tf  Overgrown  corporations  are  dangerous  to  individual 
"rights."  These  are  all  examples  of  such  phrases.  In 
the  majority  of  cases  monopolies  are,  no  doubt,  injurious 
to  the  public  interests ;  and  the  notoriety  of  the  fact  ren- 
ders it  easy  to  excite  against  them  an  indiscriminate 
feeling  of  hostility.  For  the  purposes,  however,  of  en- 
lightened and  beneficial  legislation,  it  is  necessary  to 
distinguish  those  cases  to  which  the  principles  of  free 
competition  are  applicable,  from  those  in  which  exclusive 
privileges,  accompanied  by  undivided  responsibility,  are 
necessary  for  the  public  protection.  Such  cases,  though 
comparatively  limited  in  number,  exist ;  and  when  they 
occur,  they  are  not  usually  of  a  trifling  or  unimportant 
character.  The  power  of  creating  money,  like  the  royal 
prerogative  of  coining,  are  instances  in  point;  and  if, 
misled  by  the  current  phrases  of  the  day,  we  subject  them 
to  the  principle  of  free  competition,  instead  of  managing 
them  by  an  exclusive  power  subjected  to  undivided 
responsibility,  the  injury  to  the  public  interest  may  be 
incalculably  great. 

Have  those,  however,  who  sanction  the  popular  cry  of 
monopoly  against  the  Bank  of  England  well  considered 
the  banking  and  monetary  condition  of  the  United  States 
at  the  present  moment?  There  is  an  example  of  free 
competition  in  issues,  extended  partnerships,  paid-up 
capital,  published  accounts,  no  Monopoly.  Do  they  there 
*  Sydney  Smith's  Works. 
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find  stability  in  the  currency  and  confidence  in  the  com- 
mercial transactions  of  the  country  ? 

Again,  can  they  seriously  examine  the  course  of 
monetary  affairs  in  this  country  during  the  past  year,  and 
fail  to  be  convinced  that  to  the  predominant  power  of  one 
central  issuer,  we  owe  our  present  security ;  whilst  the 
magnitude  and  imminence  of  the  danger  to  which  we  have 
been  exposed,  is  attributable  to  the  incompleteness  of  her 
monopoly?  As  a  contrast,  and  we  would  gladly  hope 
that  it  might  also  act  as  a  corrective,  to  the  foolish  pre- 
judice existing  amongst  some  classes  in  this  country, 
against  entrusting  the  paper  circulation  of  the  country 
exclusively  to  one  body,  we  may  refer  to  the  opinion  on 
this  subject,  expressed  by  one  of  the  most  distinguished 
men  of  the  United  States.  At  a  period  when  the  legiti- 
mate consequences  of  free  and  unlimited  competition 
amongst  issuing  banks  were  developing  themselves  in 
that  country,  "  when  the  banks  had  suspended  payments 
f(  universally,  when  the  internal  exchanges  were  all 
"  deranged,  and  the  business  of  the  country  most  seriously 
"  interrupted ;"  Mr.  Webster,  speaking  in  the  Senate  of 
the  proper  means  of  remedying  these  evils,  said,  "  the 
"  great  measure  is  a  Bank,  because  a  Bank  is  not  only 
"  able  to  restrain  the  excessive  issues  of  state  banks,  but 
"it  is  able  also  to  furnish  for  the  country  a  currency  of 
"  universal  credit  and  of  uniform  value.  This  is  the 
et  grand  desideratum.  Until  such  a  currency  is  esta- 
ee  Wished,  depend  on  it  what  is  necessary  for  the  prosperity 
"  of  the  country  can  never  be  accomplished." 

These  words  of   prophetic  wisdom  were  rejected  by 
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those  to  whom  they  were  addressed ;  and  that  country  is 
now  suffering  the  penalty,  in  the  unexpectedly  early 
return  of  the  disasters,  against  which  this  was  the  rea- 
sonable and  only  effectual  preservative.  (See  Appendix  F.) 

The  very  existence  of  specie  payments  in  this  country 
at  the  present  moment  is  attributable  to  the  influence  of 
one  predominant  issuer,  charged  with  the  responsibility 
of  maintaining  the  convertibility  of  its  notes.  Without 
the  Bank  of  England  to  warn  by  its  example,  and  to 
control  by  its  power,  there  is  every  reason  to  believe  that 
the  paper  issues  would  have  been  regulated  in  no  degree 
by  the  state  of  the  exchanges,  but  solely  in  accordance 
with  the  apparent  wants  of  commerce  and  the  demands 
of  the  trading  world.  Increasing  issues  would  have 
accompanied  decreasing  bullion,  until  even  the  appearance 
of  a  mutual  connection  could  no  longer  be  preserved,  and 
a  general  suspension  of  payments  in  specie  had  become 
inevitable.  On  the  other  hand,  the  danger  to  which  we 
have  been  exposed  and  the  difficulty  with  which  the  last 
extremity  has  been  averted,  may  be  clearly  traced  to 
undue  delay  in  commencing,  and  insufficient  steadiness 
on  the  part  of  the  Bank  in  continuing,  the  reduction  of 
her  issues  conformably  to  the  decrease  of  the  bullion ;  and 
also  to  the  imperfect  power  which  the  Legislature  has 
vested  in  her  of  controlling  the  acts  of  the  other  issuers. 

Will  these  events  be  suffered  to  pass  by  unregarded 
by  us  ?  Calamity  actually  sustained  by  one  country,  and 
narrowly  escaped  by  another,  is  a  warning  sufficiently 
distinct  and  emphatic.  These  events  we  cannot  refuse  to 
see,  neither  can  we  close  our  ears  to  the  voice  which  they 
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speak ;  but  we  may  suffer  them  to  remain  profitless  for 
our  present  instruction,  and  let  our  attention  sleep  until 
the  actual  arrival  of  the  catastrophe,  of  which  they  are 
the  heralds,  shall  awake  us  to  an  unavailing  sense  of  our 
danger. 

Our  adherence  to  principle,  to  whatever  extent  it  has 
been  carried,  has  never  yet  failed  to  realize  its  anticipated 
consequences.  Ought  not  this  consideration  to  give  us 
confidence  in  our  course,  and  to  urge  us  to  still  further 
advances  toward  that  state  in  which  the  management  of 
our  circulation  shall  be  placed  upon  a  clear,  simple,  and 
consistent  system  ? 

The  union  of  banking  functions  with  those  of  issue  ; 
the  obligation  imposed  upon  the  manager  of  the  circula- 
tion to  supply  the  uncertain  and  fluctuating  demands  of 
Government,  on  account  of  the  public  service  ;  the 
existence  of  rival  and  competing  (though  subordinate) 
issuers,  not  directly  subjected  to  the  obligation  of  regu- 
lating their  issues  with  reference  to  the  state  of  the 
exchanges ;  the  application  of  the  rule  which  the  Bank 
has  laid  down  for  its  guidance,  to  the  joint  liabilities, 
(deposits  as  well  as  circulation)  instead  of  applying  it  to 
the  circulation  only ;  the  too  intimate  connexion  of  the 
manager  of  the  circulation  with  commercial  affairs,  and 
the  implied  duty  which  arises  out  of  it  of  supporting 
public  and  private  credit;  to  whatever  extent  in  these 
respects  our  present  system  deviates  from  that  which 
sound  views  would  dictate,  the  blame  cannot  with  any 
justice  be  exclusively  thrown  upon  the  Bank.  They  are 
the  remaining  traces  of  a  false  system  which  was  estab— 
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lished  when  questions  of  currency  were  less  understood 
than  they  now  are  ;  they  carried  with  them  the  approval 
of  the  Legislature  and  the  public  at  large ;  and  they  have 
never  yet  been  authoritatively  repudiated  or  condemned 
by  either.  "  "When  the  Bank  was  most  in  fault,  it  was 
"  most  in  accordance  with  the  Government,  the  Parlia- 
"  ment,  and  the  public  at  large.  I  believe  the  most 
((  unpopular  tenet  that  ever  was,  was  the  being  a  bul- 
"  lionist  twenty  years  ago." — Mr.  Ward's  Evidence,  1832. 
It  is  to  be  hoped,  however,  that  the  progress  of  public 
intelligence  will  be  accompanied  by  a  corresponding 
improvement  in  our  practical  measures ;  and  that  with 
increasing  experience,  we  shall  gain  increasing  courage 
to  shape  our  system  for  the  management  of  the  circula- 
tion in  more  strict  accordance  with  the  requirements  of 
principle.  A  due  regard  to  the  inconvenience  which 
always  attends  the  disturbance  of  an  existing  system 
must  not  be  neglected  ;  but  we  need  not  despair  of 
reconciling  this  consideration  with  a  gradual  rectification 
of  many  of  the  defects  to  which  we  have  adverted.  The 
evil  is  of  a  magnitude  sufficient  to  impress  us  with  the 
necessity  of  applying  a  remedy,  but  not  such  as  to  justify 
us  in  despairing  of  the  result. 

IV.  A  motion  was  made  in  the  last  Session  of  Par- 
liament for  a  Committee  (i  to  inquire  into  the  pecuniary 
"  transactions  of  the  Bank  of  England  since  the  resump- 
(f  tion  of  cash  payments,,  and  particularly  to  ascertain  how 
"  far  these  transactions  produced  the  alarming  crisis  of 
"  the  manufacturing,  commercial,  and  financial  affairs  of 
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"  the  country  in  1825-6  and  in  1836-7  ;  and  also  to 
"  inquire  whether,  as  the  Bank  of  England  is  at  present 
"  constituted,  there  ever  can  be  stability  in  the  currency 
si  or  confidence  in  the  commercial  transactions  of  the 
u  country ;"  and  notice  has  been  given  of  the  renewal  of 
this  motion  in  the  ensuing  Session.  From  such  an 
inquiry,  properly  directed,  much  good  may  undoubtedly 
arise.  By  the  defects  and  inconsistencies  which  still 
exist  in "  the  system  upon  which  our  paper  circulation 
is  managed,  as  well  as  by  erroneous  impressions  still 
remaining  upon  the  public  mind  respecting  the  nature 
and  the  extent  of  the  duties  which  legitimately  devolve 
upon  the  manager  of  the  circulation,  the  Bank  is  at  times 
liable  to  be  seriously  inconvenienced,  and  the  efficiency 
of  her  measures  impaired.  An  investigation  of  these 
points  might  probably  lead  to  some  valuable  improve- 
ments in  our  present  system,  and  also  tend  to  correct  the 
prejudices  and  unreasonable  expectations  still  entertained 
by  the  public.  It  is,  however,  essential  to  the  efficiency 
of  such  an  inquiry  that  it  should  not  be  directed  to  false 
objects. 

The  present  system  is  not  fairly  responsible  for  all 
the  evils  which  are  sometimes  laid  to  its  charge  ;  neither 
is  it  within  the  power  of  any  system  upon  which  the 
monetary  affairs  of  a  country  can  be  placed,  to  realize  all 
the  sanguine  anticipations  which  some  persons  entertain. 
So  long  as  human  nature  remains  what  it  is,  and  hope 
springs  eternal  in  the  human  breast,  speculations  will 
occasionally  occur,  and  bring  with  them  their  attendant 
train  of  alternate  periods  of  excitement  and  depression. 

K  2 


132  REMARKS    ON    THE 

Those  who  expect  to  find,  even  in  the  most  perfect 
management  of  the  circulation,  the  magic  power  to  secure 
perpetual  ease  and  undisturbed  steadiness  in  commercial 
affairs,  are  like  the  alchy mists  in  search  of  their  myste- 
rious secret  ;  and  the  discovery,  if  made,  would  prove 
equally  useless.  Storms  and  tempests  are  not  more  cer- 
tain and  inevitable  in  the  material  world,  than  are  the 
periodical  convulsions  of  commercial  affairs  ;  and  they 
both  answer  similarly  useful  purposes.  In  moderating 
the  force  of  them  when  they  occur,  a  well-regulated  cur- 
rency must  necessarily  exert  considerable  influence.  But 
the  principal  and  most  important  benefit  to  be  attained 
by  a  due  regulation  of  the  currency,  consists  less  in  the 
indirect  effect  which  it  may  have  in  preventing  violent 
fluctuations  in  the  state  of  trade  or  of  prices,  than  in  its 
direct  tendency  to  protect  and  secure  the  convertibility 
of  the  notes  under  all  possible  contingencies.  Money,  it 
must  be  remembered,  is  not  only  useful  as  a  medium  of 
exchange  in  lieu  of  Barter  or  Credit,  but  also  as  a 
Measure  of  Value  ;  and  wheiTpaper,  in  itself  possessing 
no  intrinsic  value,  is  used  as  a  substitute  and  representa- 
tive of  the  precious  metals,  the  convertibility  of  that 
paper  becomes  essential  for  preserving  its  character  as  a 
Standard  of  Value.  When  the  convertibility  ceases, 
there  is  no  longer  any  fixed  limit  to  the  amount  which 
may  be  issued,  nor  any  means  of  obtaining  in  exchange 
for  the  notes  that  of  which  they  purport  to  be  the  repre- 
sentative. Gold  is  in  this  country  the  measure  of  all 
exchangeable  value,  the  scale  to  which  all  money  prices 
are  referred.  Consequently,  when  the  issuer  of  the  paper 
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circulation  of  a  country  is  driven  to  the  necessity  of 
suspending  his  payments  in  specie,  the  determinate  mea- 
sure of  value  in  that  country  is  lost  ;  and  there  then 
exists  no  other  standard  of  prices,  than  that  circulating 
medium,  issued  primarily  by  the  Bank  of  England  and  in 
a  secondary  manner  by  the  Country  Banks,  the  variations 
of  which  in  relative  value  may  be  as  indefinite  as  the 
possible  excess  of  that  circulating  medium.  If  after 
suspension  the  paper  notes  are  still  used  for  that  purpose, 
it  must  be  done  under  a  reliance  upon  the  resumption  of 
payments  in  specie,  by  which  the  true  character  of  the 
notes  as  a  measure  of  value  may  be  revived.  In  the 
meantime,  however,  the  notes  must  remain  subject  to 
unlimited  variations  in  value  from  excess  of  issue,  "  That 
"  natural  check  or  control  being  absent  which  maintains 
"  the  value  of  money,  and,  by  the  permanency  of  the 
"  common  standard  of  value,  secures  the  substantial  jus- 
"  tice  and  faith  of  monied  contracts  and  obligations 
"  between  man  and  man." — Bullion  Report,  1810. 

The  continuance  of  this  state  of  things  beyond  the 
period  required  by  imperious  necessity,  would  be  incon- 
sistent with  the  honour  and  integrity  of  a  country,  and 
would  prove  deeply  injurious  to  its  interests ;  whilst  the 
difficulty  of  restoring  the  paper  currency  to  its  just  value 
will  always  be  found  to  be  of  the  most  formidable  charac- 
ter. Of  the  nature  of  this  difficulty,  of  the  extensive 
private  suffering,  of  the  disturbance  in  the  operations  of 
trade,  of  the  derangement  of  property,  and  the  unavoid- 
able injustice  to  extensive  classes  which  necessarily 
attend  this  process,  we  have  had  recent  experience  in  this 
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country;  and  the  painful  recollection  of  what  we  have 
gone  through  must  surely  teach  us  the  importance  of 
adopting  such  regulations  for  the  management  of  the 
circulation,  as  shall  place  the  convertibility  of  the  notes 
beyond  the  reach  of  danger.  It  is  in  this  that  the  impor- 
tance of  all  discussions  of  this  nature  really  consists ;  and 
all  inquiries  upon  the  subject  must  terminate  unsatis- 
factorily, which  are  not  directed  to  this  as  the  principal, 
if  not  the  exclusive,  object  of  attention.  The  converti- 
bility of  the  paper  issues  can  only  be  maintained  by  a 
due  regulation  of  the  amount  of  them ;  and  all  systems 
for  the  management  of  the  currency  must  be  defective 
and  unsafe,  in  proportion  as  they  limit  the  power  of  con- 
trolling the  amount  of  the  issues,  or  subject  the  party  in 
whom  that  power  is  vested  to  other  obligations  or  in- 
fluences incompatible  with  the  due  discharge  of  that  duty. 
We  have  endeavoured  to  show  how  far  our  system  is 
defective  in  these  respects.  The  more  difficult  task 
remains  of  determining  what  are  the  appropriate  means 
for  removing  those  defects.  (See  Appendix  G.) 

V.  One  of  the  principal  points  of  inquiry  to  which 
the  committee  of  1832  directed  their  attention  was, 
"  Whether  the  paper  circulation  of  the  metropolis  should 
"  be  confined  to  the  issues  of  one  bank  and  that  a  com- 
ft  mercial  company ;  or  whether  a  competition  of  different 
"  banks  of  issue,  each  consisting  of  an  unlimited  number 
"  of  partners,  should  be  permitted."  The  result  of  that 
inquiry  was  a  decision  in  favour  of  one  bank  of  issue  in 
the  metropolis,  and  that  a  commercial  company.  Since 
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that  time,  however,  questions  of  currency  have  under- 
gone much  discussion,  and  sound  information  on  the  sub- 
ject is  more  extensively  disseminated.  The  time  indeed 
is  probably  arrived  when  the.  question  might  be  taken  up 
in  a  more  comprehensive  form,  and  a  committee  of  parlia- 
ment might  advantageously  direct  its  inquiries  to  the 
point,  "  Whether  the  circulation  of  the  whole  country 
"should  be  confined  to  one  bank  of  issue,  and  whether 
"  that  bank  should  be  restrained  from  all  other  banking  or 
"  commercial  functions."  For  the  elucidation  of  this  most 
important  question,  it  would  be  necessary  to  inquire  how 
far  the  power  of  duly  controlling  the  amount  of  the  issues 
is  interfered  with  and  weakened  by  the  existence  of  com- 
peting issuers;  by  the  obligation  of  meeting  the  uncertain 
and  fluctuating  demands  of  Government;  and  by  the  duty 
of  supplying  the  wants  of  commerce  and  sustaining  public 
and  private  credit.  The  possibility  and  expediency  of 
separating  all  other  banking  functions  from  the  manage- 
ment of  the  currency  would  necessarily  come  under  con- 
sideration ;  and  also  the  best  means  of  accomplishing  this 
object,  whether  by  a  separation  of  the  departments,  leav- 
ing them  still  under  the  control  of  the  same  body ;  or  by 
placing  the  management  of  the  issues  in  the  hands  of 
commissioners  appointed  solely  and  exclusively  for  that 
purpose.  Of  the  beneficial  results  which  would  arise  from 
a  searching  inquiry  into  these  points  it  seems  impossible 
to  entertain  a  doubt ;  much  valuable  information  would 
be  elicited,  many  erroneous  impressions  still  prevalent 
would  be  corrected,  the  public  mind  would  be  instructed 
and  gradually  prepared  for  necessary  changes,  the  con- 
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fidence  requisite  for  carrying  out  sound  principles,  would 
be  strengthened  and  confirmed,  and  in  all  probability  our 
monetary  system  would  undergo  such  improvements  as 
would  effectually  secure  its  solidity  and  solvency  under 
every  possible  trial.  The  effectual  accomplishment  of  this 
result  would  necessarily,  and,  without  any  direct  attention 
being  given  to  them,  involve  the  collateral  advantages 
attendant  upon  a  well-regulated  currency;  the  convul- 
sions of  commerce  and  the  oscillations  of  prices  would  no 
longer  be  influenced  by  irregular  and  improper  fluctua- 
tions in  the  amount  of  the  circulating  medium ;  and  to 
whatever  extent  they  might  henceforth  occur,  they  would 
be  the  legitimate  effect  of  natural  causes,  the  remedy  for 
which  is  to  be  sought  only  in  individual  forethought  and 
prudence.  Should  such  be  the  ultimate  result  of  the 
ordeal  through  which  we  have  passed,  we  shall  indeed 
have  turned  our  misfortunes  to  good  account,  and  be 
enabled  to  look  back  upon  the  events  of  the  past  year, 
rejoicing  that  we  have  been  in  trouble. 

VI.  The  instances  are  but  rare  in  which  human  wis- 
dom is  able  so  fully  to  comprehend  the  nature  of  existing 
circumstances,  as  to  foresee  the  consequences  which  are 
involved  in  them,  and  by  prospective  measures  to  regulate 
and  determine  the  character  of  future  events.  We  are  in 
most  cases  the  pupils  of  experience ;  and  it  is  an  old  re- 
mark that  wisdom  is  best  learned  in  the  school  of  adver- 
sity. Certain  it  is,  that  many  of  our  wisest  measures 
have  originated,  not  in  the  unprompted  suggestions  of 
foresight,  but  in  the  necessity  of  applying  a  remedy  to 
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evils,  the  nature  of  which  we  have  learned  to  understand 
only  by  feeling  their  effects. 

The  depreciated  value  of  Bank  of  England  notes, 
the  high  price  of  bullion,  the  deranged  state  of  the  ex- 
changes between  this  and  all  foreign  countries,  which 
occurred  during  the  suspension  of  cash  payments,  were 
practical  illustrations  of  the  evils  attending  an  inconver- 
tible paper  money.  It  was  impossible  altogether  to  over- 
look these  considerations ;  although  it  was  not  without 
much  difficulty  and  after  repeated  discussions,  that  the 
importance  of  them  was  sufficiently  impressed  upon  the 
public,  and  the  truth  of  the  principle  upon  which  they 
depend  was  admitted ;  namely,  that  paper  money  ought  to 
be  regulated  in  amount  by  the  state  of  the  exchanges,  and 
that,  other  things  remaining  the  same,  its  value  increases 
as  the  quantity  diminishes,  and  diminishes  as  the  quantity 
increases.  The  bill  of  1819,  commonly  called  Peel's  Bill, 
was  resorted  to  as  the  remedy  for  these  evils;  it  was 
founded  upon  the  principles  of  the  Buliionists,  and  may 
be  considered  as  their  measure.  For  the  object  then  in 
view,  the  restoration  of  the  currency  to  its  just  value  by 
the  re-establishment  of  the  ancient  metallic  standard,  it 
was  sufficient. 

The  next  evil  attending  our  system  of  paper  money, 
and  to  which  again  practical  experience  alone  excited  suf- 
ficient attention,  was  the  danger  of  insolvency  on  the  part 
of  the  issuers.  The  crash  of  1825  was  the  school  of  adver- 
sity in  which  wisdom  was  learned  on  this  point,  and  the 
establishment  of  the  Joint-stock  Bank  system  was  the 
remedial  measure  which  emanated  from  it.  It  cannot  be 


138  REMARKS    ON    THE 

said  that  this  arrangement  has  realised  all  that  was  ex- 
pected from  it,  but  it  has  no  doubt  produced  a  great 
diminution  of  the  evil  against  which  it  was  directed. 

Since  that  period  stirring  events  have  occurred  in 
monetary  affairs,  and  many  characteristics  of  our  system, 
previously  latent,  have  been  brought  into  prominent 
notice.  The  convertibility  of  the  notes,  the  essential 
feature  of  Peel's  Bill,  has  been  seriously  endangered  on 
more  occasions  than  one.  In  1825  we  were,  according  to 
the  highest  authority,  within  a  few  hours  of  a  state  of 
barter ;  and  omitting  all  reference  to  intervening  periods, 
there  can  be  no  doubt  that  within  the  last  year  a  danger  of 
a  similar  nature  has  been  incurred. 

It  is  not  sufficient  merely  to  ordain,  as  Peel's  Bill 
did,  the  convertibility  of  the  notes  ;  it  is  further  neces- 
sary to  see  that  effectual  means  are  provided  for  that  end. 
It  is  now  discovered  that  there  is  a  liability  to  excessive 
issues  of  paper,  even  while  that  paper  is  convertible  at 
will ;  and  that  to  preserve  the  value  of  a  paper  circula- 
tion, not  only  must  that  paper  be  convertible  into  metallic 
money,  but  the  whole  of  its  oscillations  must  be  made  to 
correspond  exactly,  both  in  time  and  amount,  with  what 
would  be  the  oscillations  of  a  metallic  currency,  as  indi- 
cated by  the  state  of  the  bullion.  Such  a  system  there- 
fore for  the  management  of  the  circulation  must  be  con- 
structed as  shall  secure  that  due  and  steady  regulation  of 
the  amount  of  the  issues,  through  which  alone  any  perma- 
nent security  for  their  convertibility  can  be  obtained. 

The  state  of  the  Bank  in  the  autumn  of  1825  and 
again  of  1839;  the  constant  and  violent  fluctuations  which 
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have  characterised  the  intervening  period;  the  agitated 
and  dissatisfied  state  of  public  feeling  which  has  arisen  out 
of  them ;  these  are  the  evils  which  now  demand  attention 
and  call  loudly  for  a  remedy.  The  difficulties  of  the  case, 
whatever  they  may  be,  will  not  be  lessened  by  any 
attempt  to  evade  them.  "  It  is  to  be  hoped  that  no  fal- 
u  lacious  reasoning  will  be  listened  to ;  that  we  shall  at 
"  last  open  our  eyes  to  the  dangers  that  beset  us — that 
u  we  shall  examine  coolly,  and  decide  manfully." 

Phenomena  like  those  we  have  alluded  to,  do  not 
occur  without  some  cause ;  and  it  does  not  seem  reason- 
able to  assign  any  less  cause  than  some  serious  defects  in 
the  system  upon  which  the  management  of  the  circulation 
is  established.  These  defects,  instructed  as  we  now  are 
by  experience,  it  is  not  difficult  to  discover.  Competition 
in  issues  is  inconsistent  with  the  steady  regulation  of  their 
amount ;  whilst  banking  business  combined  with  that  of 
issue  is  the  union  of  incompatible  functions.  The  former 
deprives  the  manager  of  the  circulation  of  the  necessary 
power,  whilst  the  latter  subjects  him  to  improper  and 
dangerous  influences.  These  propositions,  we  think  it 
is  not  too  bold  to  assert,  rest  upon  the  combined  evidence 
of  general  reasoning  and  practical  experience. 

To  what  results  then  do  these  views  lead  ?  and  what 
are  the  remedial  measures  which  can  be  resorted  to  ?  The 
management  of  the  circulation  being  in  the  hands  of  the 
Bank  of  England,  a  due  regard  to  the  claims  of  an  exist- 
ing institution,  to  the  impolicy  of  carrying  change  beyond 
that  which  the  necessity  of  the  case  requires,  and  to  the 
inconvenience  of  disturbing  the  established  habits  of  the 
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country,  render  it  inexpedient  to  interfere  with  that 
arrangement;  unless  the  separation  of  the  two  depart- 
ments by  the  Bank  itself,  or  an  approach  to  it,  be  altoge- 
ther impracticable.  Upon  this  subject  the  Directors  of 
that  establishment  can  alone  speak ;  it  rests  with  them  to 
explain  what  are  the  difficulties  in  the  way  of  this  arrange- 
ment, their  nature,  their  extent,  and  the  possibility  or 
otherwise  of  overcoming  them. 

One  difficulty  will  probably  be  anticipated  as  likely 
to  arise  from  the  diminished  power  which  the  Bank  under 
this  arrangement  will  possess  of  relieving  commercial 
pressure  and  extending  support  to  public  credit.  This 
evil,  however,  will  probably  prove  to  be  much  less  than 
many  persons  apprehend.  We  have  already  observed  that 
by  the  repeal  of  the  Usury  Laws  a  more  legitimate  as 
well  as  a  more  certain  and  more  abundant  source  of  relief 
has  been  opened  to  the  trading  world. 

We  may  further  observe  that  the  banking  resources 
of  the  Bank  will  remain  unimpaired  and  unfettered ;  and 
the  only  respect  in  which  the  Bank  will  be  restricted,  by 
the  separation  of  the  currency  from  the  banking  depart- 
ment, will  be  in  the  exercise  of  her  improper  and  dan- 
gerous power  of  creating  money  beyond  the  amount  which 
ought  to  exist. 

Whatever  consequences  arise  from  this  cause  ought 
to  be  cheerfully  acquiesced  in  by  an  intelligent  com- 
munity ;  it  is  childish  ignorance  only  which  complains  of 
the  restraints  laid  upon  it  for  its  own  security.  We  must 
not  be  inconsistent  in  our  expectations.  It  is  the  universal 
law  of  human  affairs  that  every  good  must  be  purchased 
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at  its  appointed  price  ;  and  no  country  can  expect  to  enjoy 
the  durable  advantages  of  a  currency  regulated  by  a  fixed 
metallic  standard,  without  submitting  to  the  occasional 
inconveniences  and  pressure  which  are  the  indispensable 
means  for  accomplishing  that  end. 

A  more  serious  difficulty  will  arise  from  the  mul- 
tiplicity of  issuers  over  whom  the  Bank  possesses  a  very 
insufficient  control.  To  subject  the  Bank  to  the  strict 
application  of  principles,  from  which  these  parties  are  left 
altogether  exempt,  would  certainly  be  a  very  inconvenient 
course.  The  efficacy  of  the  measure  would  be  materially 
impaired,  and  possibly  under  such  circumstances  the  per- 
fect safety  of  it  might  be  open  to  question.  Whilst  the 
present  system  of  multiplied  issuers  is  permitted  to  con- 
tinue, we  must  always  be  exposed  to  the  possibility  of  a 
sudden  contraction  by  the  country  issuers,  either  volun- 
tary on  their  part,  or  rendered  unavoidable  by  their 
insolvency  or  by  the  withdrawal  of  public  confidence. 
The  void  thus  created  must  be  filled  up  by  the  central 
issuer ;  and  unless,  under  such  circumstances,  he  is  per- 
mitted to  increase  his  issues  without  a  previous  influx  of 
bullion,  much  public  inconvenience  might  arise.  Such  an 
extra  issue  of  Bank  of  England  notes  to  fill  the  chasm 
created  by  the  discredit  of  country  paper  became  abso- 
lutely necessary  in  1825  ;  and  to  the  possibility  of  the 
recurrence  of  some  similar  emergency  we  must  be  ex- 
posed, so  long  as  a  multiplicity  of  issues  by  private 
individuals  constitute  an  important  portion  of  our  circula- 
tion. The  force  of  this  consideration  cannot  be  denied. 
The  power  of  overcoming  the  difficulty  depends,  in  a 
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great  degree,  upon  the  extent  to  which  any  measure  for 
that  purpose  would  receive  the  concurrence  of  the  parties 
immediately  interested,  and  be  supported  by  that  degree 
of  public  sanction,  without  which  no  measure  on  such  a 
subject  could  be  prudently  attempted.  It  is  one  of  those 
cases  in  which  true  wisdom  consists  in  watching  the  pro- 
pitious moment ;  ready  to  avail  ourselves  of  it  when  it 
occurs,  and  prepared  to  act  in  concert  with  the  public 
will,  without  attempting  to  force  it.  Repeated  discussion, 
constantly  pressed  on  the  public  attention,  is  the  legiti- 
mate means  to  dissipate  remaining  prejudices,  and  to 
secure  the  progress  of  truth.  By  "  much  arguing,  much 
writing,  and  many  opinions,"  we  may  hope  that  the  public 
judgment  will  be  gradually  ripened,  and  prepared  for 
those  salutary  changes,  which  will  be  found  easy  of  execu- 
tion in  proportion  as  they  are  sanctioned  and  supported 
by  general  approval.  We  often  create  impossibilities  by 
fearing  them;  and  probably  in  the  present  case,  the 
difficulty  of  substituting  one  national  currency  for  the 
mass  of  rival  issues  which  are  now  scattered  over  the  king- 
dom, would  be  found  to  exist  more  in  apprehension  than 
in  reality.*  The  object  is  not  without  its  importance  or 
its  value ;  the  re-establishment  of  our  metallic  standard 

*  On  a  former  occasion  the  writer  expressed  himself  with  some 
hesitation  upon  this  point ;  the  suggestion  of  separating  the  manage- 
ment of  the  circulation  from  banking  business  has  since  that  time 
attracted  a  considerable  degree  of  public  attention  ;  and  the  general 
favour  with  which  it  has  been  received,  indeed  the  decided  approval 
of  it  which  has  been  expressed  in  many  quarters,  encourage  him  to 
believe  that  the  difficulties,  which  depend  almost  entirely  upon 
opinion,  would  be  less  than  he  then  ventured  to  anticipate. 
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has  been  purchased  by  this  country  at  no  trifling  price ; 
an  effectual  security  for  the  maintenance  of  that  standard 
under  all  contingencies  cannot  be  obtained  without  some 
sacrifice  of  private  interest  on  the  altar  of  public  good. 

VII.  If,  in  the  course  of  these  remarks,  we  have 
incidentally  expressed  ourselves  in  terms  which  imply  a 
neglect  of  duty  on  the  part  of  the  Bank,  it  is  our  anxious 
wish  not  to  be  misunderstood  on  this  point.  We  censure 
not  the  administration  of  the  Bank ;  our  objections  are 
directed  rather  against  the  erroneous  principles  on  which 
the  Bank  in  its  compound  character  is  at  present  con- 
structed ;  we  quarrel  not  with  her  particular  acts,  and 
allude  to  them  only,  as  illustrating  the  nature  and  ten- 
dencies of  the  institution  from  which  those  acts  emanate 
of  necessity.  The  Legislature  has  created  the  Bank  feeble 
and  imperfect  in  her  constitution ;  and,  at  the  same  time, 
has  placed  her  in  the  midst  of  difficulty  and  temptation. 
It  has  exposed  her  to  solicitations  which  it  is  not  in  her 
nature  to  reject,  and  has  imposed  upon  her  duties  of  the 
highest  responsibility,  without  giving  her  strength  and 
power  adequate  for  the  discharge  of  them.  These  con- 
siderations are  a  sufficient  answer  to  the  charge  of  wilful 
and  culpable  negligence  sometimes  urged  against  her. 

An  undue  regard  for  her  own  pecuniary  interests  is 
deemed  by  others  to  be  the  true  cause  of  all  her  mis- 
doings. We  must  not  forget,  however,  that  the  union  of 
a  proper  attention  to  the  interests  of  her  proprietors  with 
the  discharge  of  public  duties,  not  at  all  times  in  perfect 
harmony  with  those  private  interests,  is  the  condition  of 
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her  existence.  For  this  the  Bank  is  not  responsible,  but 
those  who  have  made  the  Bank  what  it  is.  Her  conduct, 
in  the  '  attempt  to  reconcile  public  duty  with  private 
obligation,  ought  to  be  judged  with  reference  to  the  con- 
flicting difficulties  of  the  position  in  which  she  is  placed  ; 
and  when  fair  and  candid  allowance  is  made  for  this  con- 
sideration, we  think  the  verdict,  on  this  count  at  least, 
cannot  go  against  her.  If.  her  circulation  and  securities 
are  usually  kept  too  high  during  the  efflux  of  bullion,  it 
must  not  be  forgotten  that  they  are  always  in  course  of 
reduction  when  the  return  of  treasure  would  appear  to 
justify  an  increase  of  them.  These  facts  are  irreconcile- 
able  with  the  supposition  of  the  Bank  having  surrendered 
herself  to  the  exclusive  influence  of  self-regarding  views ; 
but  they  become  perfectly  intelligible,  if  we  refer  them 
to  the  ill-assorted  union,  which  the  Legislature  has  esta- 
Jblished,  between  the  power  of  creating  money  and  the 
business  of  distributing  it  through  banking  operations — 

"  rudis  indigestaque  moles 
"  Non  bene  junctarum  discordia  semina  rerum." 

The  infirmity  of  purpose  and  occasional  departure 
from  principle  which  we  impute  to  the  Bank,  are  the 
necessary  consequence  of  this  discordant  intermixture  of 
jarring  elements;  it  is  unreasonable  to  complain  of  indi- 
vidual instances  of  mismanagement,  when  our  attention 
should  be  directed  to  that  which  is  the  original  cause  of 
all  the  confusion. 

A  Repeal  of  the  Union  is  essential  to  good  govern- 
ment in  monetary  affairs.  The  common  Crown  may  still 
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rest  upon  the  brows  of  the  Sovereign  of  Threadneedle- 
street ;  and  She  may  be  permitted  to  wield  one  Sceptre 
of  authority  over  her  separated  departments.     But   she 
must  consent  to  hold  a  Committee  of  Treasury  in  the 
Bullion-Office  as  well  as  in  the  Discount-Parlour;  and 
must  govern  them  through  the  instrumentality  of  a  dis- 
tinct system  of  laws,  appropriate  to  each,  and  in  harmony 
with  their  respective  purposes;  the  interest  and  well-being 
of  the  one  must  no  longer  be  interfered  with  or  endan- 
gered by  influences  or  affections  connected  with  the  other. 
By  this  timely  adaptation  of  an  ancient  institution  to  the 
necessities  of  a  more  enlightened  age,  the  recurrence  of 
past  grievances  may  be  prevented ;  the  present  agitation 
may  be  allayed ;  and  a  reform  be  effected,  which  shall  be 
safe,  because  it  is  temperate  and  gradual.    Whilst,  on  the 
other  hand,  by  an  unbending  resistance  to  all  reasonable 
propositions  for  improvement,  even  the  Limited  Monarchy 
under  which  our  circulation  has  hitherto  been  managed 
may  be  endangered,  and  all  be  lost  in  the  ungovernable 
Democracy  of  rival  issues. 

It  must  be  admitted,  however,  that  such  a  change,  in 
the  system  upon  which  the  circulation  of  the  country  is 
managed,  cannot  be  considered  as  one  of  those  ordinary 
measures  of  administration,  the  free  agency  with  respect 
to  which  ought  to  rest  entirely  with  the  Directors  of  the 
Bank.  Consequences  of  the  utmost  importance  to  the 
public  interest  are  involved  in  the  question;  and  the 
decision,  whatever  it  may  be,  ought  to  be  taken  under 
the  sanction  and  authority  of  the  Legislature.  Parlia- 
ment, if  any  thing  effectual  is  to  be  done,  must  express 
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its  will  on  the  subject ;  and  there  is  no  reasonable  ground 
to  doubt  either  the  competency  or  the  readiness  of  the 
Bank  to  give  effect  to  that  expression.  The  sentiments 
on  this  point  expressed  by  the  Committee  of  1810  are  at 
least  equally  applicable  to  the  present  occasion.  "  To 
"  the  discretion,  experience/  and  integrity  of  the  Di- 
"  rectors  of  the  Bank,  your  Committee  believe  that 
"  Parliament  may  safely  intrust  the  charge  of  effecting 
"  that  which  Parliament  may  in  its  wisdom  determine 
"  upon  as  necessary  to  be  effected ;  and  that  the  Directors 
"  of  that  great  institution,  far  from  making  themselves 
"  a  party  with  those  who  have  a  temporary  interest  in 
"  spreading  alarm,  will  take  a  much  longer  view  of  the 
"  permanent  interests  of  the  Bank,  as  indissolubly  blended 
"  with  those  of  the  public."  The  Directors  of  the  pre- 
sent day,  not  inferior  to  their  predecessors  in  point  of 
integrity,  have  the  advantage  to  be  derived  from  the 
additional  experience  of  thirty  years,  full  of  instructive 
events,  and  characterised  by  a  great  advance  in  the 
general  intelligence  upon  subjects  of  currency.  These 
advantages  have  not  remained  unimproved  by  them ;  and 
if  their  measures  are  still  the  subject  of  criticism,  we 
must  remember  that  it  is  because  we  are  trying  them, 
not  by  a  comparison  with  the  measures  of  any  former 
period,  but  with  that  standard  of  abstract  perfection, 
which,  if  unattainable,  is  still  approachable ;  and  towards 
which,  therefore,  as  the  prize  of  their  high  calling,  the 
managers  of  the  circulation  ought  always  to  be  pressing 
forward. 
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(A.) 


"  IT  becomes  a  curious  matter  of  speculation  to  inquire,  how,  with 
"  motives  so  strong  to  constant  and  progressive  excess,  and  under 
(<  the  guidance  of  maxims  and  principles  so  unsound  and  of  such 
"  apparently  mischievous  tendency  as  those  professed  by  the  Gover- 
"  nor  and  some  of  the  Directors  of  the  Bank  in  1810,  such  moderation 
"  and  (with  some  exceptions  which  will  be  noticed  hereafter)  such 
"  regularity  of  issue  should,  under  chances  and  changes  in  politics 
"  and  trade,  unprecedented  in  violence  and  extent,  have  been  pre- 
"  served,  as  that  a  spontaneous  re-adjustment  between  the  value  of 
"  gold  and  the  paper  should  have  taken  place,  as  it  did  without  any 
"  reduction  of  their  circulation. 

"  The  explanation  of  the  difficulty  seems  to  be  this.  The  rule  by 
"  which  the  Bank  Directors  professed  to  be,  and  were  in  the  main 
"  guided,  viz.,  the  demand  for  discount  of  good  mercantile  bills,  not 
"  exceeding  sixty-one  days  date,  at  the  rate  of  five  per  cent,  per 
"  annum,  did,  with  the  necessary  policy  of  Government  in  periodi- 
"  cally  reducing  the  floating  debt  within  certain  limits  by  funding, 
"  operate  as  a  principle  of  limitation  upon  the  total  issues  of  the 
"  Bank.  And  the  reason  of  the  rule  having  so  operated,  is  to  be 
u  found  in  the  fact,  that  the  market  rate  of  interest  for  bills  of  the 
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"  description  which  were  alone  discountable  at  the  Bank,  did  not 
"  materially,  or  for  any  length  of  time  together,  exceed  the  rate  of 
"  five  per  cent,  per  annum.  But  the  Bank  Directors  seem  to  have 
"  been  unaware  of  the  precise  mode  of  operation  by  which  their  rule 
"  had  the  effect  of  a  principle  of  limitation  against  great  or  per- 
"  manent  excess  in  their  circulation."— Tooh's  History  of  Prices, 
vol.  i.  p.  158. 


(B.) 


"  The  vicious  part  of  our  currency  is,  that  it  is  not  supplied  by 
"  one  but  by  hundreds  of  issuers  all  actuated  by  conflicting  views 
"  and  interests.  A  paper  currency  should,  if  issued  on  right  prin- 
"  ciples,  always  correspond  with  the  standard,  that  is,  it  should  vary 
"  in  amount  and  value  precisely  as  a  gold  currency  would  do,  were 
"  the  notes  withdrawn  and  coin  substituted  in  their  stead.  Now,  to 
"  insure  this  identity  between  paper  and  gold,  and  to  avoid  those 
"  fluctuations  in  the  supply  and  value  of  money  that  are  so  very 
"  injurious,  it  is  indispensable  that  the  issue  of  notes  should  be 
"  regulated  by  the  influx  and  efflux  of  bullion.  But  with  the  single 
"  exception  of  the  Bank  of  England,  there  is  hardly  another  esta- 
"  blishment  for  the  issue  of  notes  in  the  empire  whose  proceedings 
"  are  at  all  regulated  by  a  regard  to  the  exchange.  The  Joint-Stock 
"  Banks  and  the  private  Banks  of  England  and  Wales  are  wholly 
"  governed  by  their  own  separate  estimates  of  what  is  most  ^for 
"  their  own  interests.  Variations  of  the  exchange  affect  them  only 
"  indirectly  and  remotely  ;  and  in  regulating  their  issues  they  look 
"  only  to  the  state  of  prices  and  credit  among  their  customers.  They 
"  cannot  indeed  be  expected  to  act  otherwise.  Suppose  that  owing 
"  to  any  circumstances  the  currency  becomes  redundant,  and  that 
"  the  Bank  of  England  is  in  consequence  obliged  to  contract  her 
"  issues.  In  such  a  case  the  country  bankers  may,  and  some  of  them, 
"  no  doubt,  do  see  that  they  also  ought  to  contract ;  but  being  a 
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"  very  numerous  body,  comprising  several  hundred  establishments 
"  scattered  over  all  parts  of  the  country,  each  is  impressed  with  the 
"  well-founded  conviction  that  all  that  he  could  do  in  the  way  of 
"  contraction  would  be  next  to  imperceptible,  and  no  one  ever 
"  thinks  of  attempting  it  so  long  as  he  is  satisfied  of  the  stability  of 
"  those  with  whom  he  deals.  On  the  contrary,  every  banker  knows 
"  were  he  to  withdraw  a  portion  of  his  issues,  that  some  of  his  com- 
"  petitors  would  most  likely  embrace  the  opportunity  of  filling  up 
"  the  vacuum  so  created — and  that  consequently  he  should  lose  a 
"  portion  of  his  business,  without  in  any  degree  lessening  the  amount 
"  of  paper  afloat.  Hence  in  nineteen  out  of  twenty  cases  the  country 
"  banks  go  on  increasing  their  aggregate  issues  long  after  the 
"  exchange  has  been  notoriously  against  the  country  ;  and  when  at 
"  last  they  are  compelled  because  of  the  altered  state  of  things  in 
"  the  metropolis  to  pull  up,  the  chances  are  ten  to  one  that  the  con- 
"  traction  is  carried  to  an  improper  extent." — M'Culloch's  Notes  on 
Adam  Smith. — Money. 


(C.) 


Plans  for  an  improved  system  of  currency  are  frequently  laid 
before  the  public,  which  rest  entirely  upon  this  fallacy.  The  exclusive 
object  of  these  systems  is,  to  obtain  for  the  paper  currrency  to  be 
issued  under  them  a  greater  degree  of  security,  than  that  which  is 
supposed  to  attach  at  present  to  the  notes  of  the  Bank  of  England. 
This  end  the  authors  of  these  schemes  generally  propose  to  accom- 
plish by  contrivances  which  they  deem  to  be  extremely  ingenious, 
but  which  always  resolve  themselves  into  the  simple  plan  of  making 
property  of  some  kind  or  other  the  basis  of  the  circulation.  Some- 
times the  plan  suggested  proposes  to  issue  a  paper  currency  against 
the  security  of  land,  sometimes  against  the  security  of  the  public 
debt,  and  sometimes  against  merchandize  in  the  docks  ;  but  having 
provided  for  the  security  of  the  notes,  the  plan  generally  terminates 
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at  this  point ;  the  projector  apparently  conceiving  that  he  has 
satisfied  all  the  desiderata  of  a  good  paper  currency,  although  he  has 
introduced  no  specific  measure  for  regulating  the  amount  of  that 
currency  and  maintaining  ita  value  relatively  to  the  currencies  of 
the  other  countries  of  the  world. 

To  all  reasonable  persons  the  security  of  the  Bank  of  England 
paper  must,  we  think,  be  sufficiently  satisfactory.  It  is  perfectly 
safe  so  long  as  the  Government  of  the  country  remains  solvent. 
Upon  the  supposition  of  national  insolvency  no  currency  whatever, 
except  a  purely  metallic  one,  will  maintain  its  value  or  efficiency. 
For  the  further  purpose  of  duly  regulating  its  amount  and  main- 
taining its  value  relatively  to  the  other  currencies  of  the  world,  the 
Bank  of  England  contains  the  best  possible  provision,  in  the  con- 
stant convertibility  of  its  notes  into  gold.  Its  excellence  in  these 
respects  is  best  proved  by  contrasting  it  with  all  the  rival  schemes 
which  have  been  proposed.  Indeed  all  that  seems  requisite  for 
rendering  it  perfectly  satisfactory  and  efficient  is  to  cleanse  it  from 
the  impurities  which  attach  to  it — to  separate  it  from  all  connection 
with  ordinary  banking  functions,  and  to  release  it  from  the  inter- 
ference which  arises  from  the  competition  of  other  issuers.  The 
circulation  of  the  Bank  of  England,  when  thus  protected  from  all 
improper  influences,  and  made  the  exclusive  circulation  for  the 
whole  kingdom,  will  approach  as  nearly  as  possible  "  the  most  per- 
"  feet  state  to  which  a  currency  can  be  brought ;  that  by  which  the 
"  public  are  secured  against  any  variations  in  the  value  of  the 
"  currency,  other  than  those  to  which  the  standard  is  subject,  and 
"  in  which  the  circulation  is  carried  on  by  the  least  expensive 
"  means." — See  Mr.  Ricardos  Evidence  before  the  Secret  Committee  of 
t/ie  House  of  Commons,  1819,  p.  135. 


(D.) 


A  great  difference  of  opinion  appears  to  exist,  amongst  those 
whose  judgment  is  entitled  to  the  greatest  weight  upon  such  sub- 
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jects,  respecting  the  extent  to  which  the  prices  of  all  articles,  and 
consequently  the  general  state  of  trade,  are  affected  by  variations 
in  the  amount  of  the  circulation.  The  principal  object  of  Mr.  Tooke, 
in  his  elaborate  and  most  interesting  History  of  Prices,  is  to  establish 
the  doctrine  "  that  there  is  not  any  single  commodity  in  the  whole 
"  range  of  articles  embraced  in  the  most  extensive  list  of  prices,  the 
"  variations  of  which  do  not  distinctly  admit  of  being  accounted  for 
"  by  circumstances  peculiar  to  it,  in  the  relation  of  supply,  actual  or 
"  contingent,  real  or  apprehended,  to  the  ordinary  rate  of  consump- 
"  tion,"  without  reference  to  the  effects  of  variations  in  the  amount 
of  the  circulation.  With  this  view  the  History  of  Prices  and  the 
state  of  the  circulation  from  1793  down  to  1837  are  minutely  traced 
and  contrasted  with  each  other  ;  and  the  conclusions  at  which  the 
author  arrives  are  stated  in  these  words :  "  That  according  to  the 
"  historical  view  which  has  been  presented,  there  is  every  reason  to 
"  infer  that  there  was  no  such  variation  of  the  quantity  of  money, 
"  arising  out  of  the  manner  in  which  the  Bank  issues  were  regulated 
"  during  and  subsequent  to  the  restriction,  as  to  justify  the  inference 
"  of  its  having  been  an  operative  cause  of  the  great  variation  of 
"  prices.  The  whole  tenor  of  the  facts  and  reasonings  adduced  has 
"  been  to  establish  the  conclusion,  that  the  great  alterations  of  price 
"  originated,  and  mainly  proceeded,  from  alterations  in  circum- 
"  stances  distinctly  affecting  the  commodities ;  and  not  in  the 
"  quantity  of  money,  in  relation  to  its  functions,  or  in  comparison 
"  with  what,  upon  fair  grounds  of  presumption,  it  might  be  supposed 
"  that  it  would  have  been,  if  there  had  been  no  restriction  but  at  the 
"  same  time  no  pressure  upon  the  exchanges  by  extraordinary 
"  foreign  payments."  And  again,  "  It  must  be  admitted  that  the 
"  hypothesis  which  ascribes  to  variations  in  the  productiveness  of 
"  the  mines  more  than  its  due  importance,  is  not  chargeable  with 
"  the  inconsistencies,  and  the  utter  untenableness  in  argument  of 
"  either  the  theory  of  war-demand,  or  the  more  generally  prevalent 
'•'  doctrine  of  the  paramount  influence  of  alterations  in  the  system  of 
"  our  currency." 

With  these  contrast  the  following  remarks  by  Mr.  M'Culloch  in 
his  admirable  notes  to  his  edition  of  "  The  Wealth  of  Nations :" 
"  Nothing  tends  so  much  to  generate  a  spirit  of  over-trading  and 
"  to  occasion  commercial  revulsions,  as  sudden  changes  in  the 
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"  amount  and  value  of  money.  Those  who  embark  most  readily  and 
"  eagerly  in  time  bargains  and  other  speculative  adventures  are  not 
"  generally  speaking,  of  the  class  of  rich  and  old  established  mer- 
"  chants.  They  consist  principally  of  those  who  have  but  recently 
"  entered  into  business,  and  who  are  tempted  by  the  chance  of 
"  speedily  making  a  fortune,  to  engage  in  such  hazardous  transac- 
"  tions.  And  while  any  unusual  facilities  in  the  obtaining  of  dis- 
"  count  act  as  powerful  incentives  to  such  persons  to  speculate,  it  is 
"  at  the  same  time  obvious,  that  the  rise  of  prices  consequent  to  an 
"  increase  of  the  currency,  will  not  only  lead  them  to  believe  that 
"  their  anticipations  are  being  realised,  but  will,  most  probably, 
"  make  even  the  most  considerable  merchants  withhold  their  pro- 
"  duce  from  the  market,  in  the  expectation  of  a  further  advance. 
"  The  miscalculations  of  particular  classes  merely  affect  themselves, 
"  or,  at  most,  exert  only  a  slight  influence  over  the  rest  of  the  com- 
"  munity ;  but  a  revulsion  occasioned  by  a  sudden  change  in  the 
"  amount  and  value  of  money  affects  every  individual,  and  is  always 
"  productive  of  the  most  extensively  pernicious  results." 

We  may  further  add  as  illustrative  of  this  branch  of  the  subject 
a  passage  extracted  from  Mr.  Tooke's  "  Considerations  on  the  State 
"  of  the  Currency,"  1826,  p.  63.  "  Fluctuations,  to  a  greater  or  less 
"  extent,  are  inseparable  from  the  course  of  commercial  affairs. 
"  The  business  of  production,  or  supply,  proceeds  wholly  on  anticipa- 
"  tion  ;  it  is  dependant  on  the  seasons,  and  on  an  endless  variety  of 
"  casualties  ;  while  consumption,  or  demand,  may  be  influenced  by 
"  changes  of  habit,  fashion,  legislative  enactments,  and  by  political 
"  events.  The  contingencies  which  may  excite  a  spirit  of  specula- 
"  tion  and  enterprise  on  the  one  hand,  and  disappoint  expecta- 
"  tion  and  defeat  calculation  on  the  other,  are  therefore  almost 
"  innumerable.  But  assuredly  that  is  a  most  vicious  system  of  cur- 
"  rency,  which  instead  of  mitigating,  aggravates  the  evils  that 
"  attend  all  violent  fluctuations.  Such,  however,  has  been  the 
"  system  of  our  currency.  We  have  seen  that  precisely  at  the  time 
"  at  which  there  ought  to  have  been  a  contraction,  there  was  an 
"  extension  of  the  Bank  of  England  issues,  increasing,  both  directly 
"  and  indirectly,  the  mass  of  the  circulation,  and  promoting  the 
"  extravagant  speculations  which  have  so  distinguished  the  period 
"  under  consideration." 
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(E.) 


The  peculiar  and  sensitive  nature  of  credit,  and  the  almost 
surprising  manner  in  which  any  interruption  to  the  regular  dis- 
charge of  engagements  in  one  place  is  felt  in  its  effects  upon  the 
monetary  condition  of  other  places,  remote  in  point  of  distance, 
and  apparently  beyond  the  reach  of  such  influences,  is  a  phenome- 
non not  altogether  peculiar  to  modern  times.  It  is  alluded  to  in  a 
remarkable  passage  of  the  speech  of  Cicero  pro  Lege  Manilia: 
"  Cum  in  Asia  res  magnas  multi  amiserant ;  scimus,  Romae,  solu- 
"  tione  impedita,  fidem  concidisse.  Non  enim  possunt  una  in 
"  civitate  multi  rem  atque  fortunas  amittere,  ut  non  plures  secum 
"  in  eandem  calamitatem  trahent.  A  quo  periculo  prohibete  rem- 
"  publicam,  et  mihi  credite  (id  quod  ipsi  videtis)  haec  fides  et  haec 
"  ratio  pecuniarum,  quae  Romae,  quae  in  foro  versatur,  implicita 
"  est  cum  illis  pecuniis  Asiaticis  et  cohoeret.  Ruere  ilia  non  pos- 
"  sunt,  ut  haec  non  eodem  labefactata  motu  concidant."  The  activity 
of  intercourse  and  the  mutual  inter-dependence  of  interest  which 
navigation  and  commerce  have  created  in  modern  times,  tend  to 
render  all  nations,  at  least  all  trading  communities,  members  of  one 
commercial  commonwealth.  Whatever  concerns  the  prosperity  of 
one  country  is  felt  in  its  effects  by  the  others,  and  all  have  a  com- 
mon interest  in  the  due  regulation  and  the  prosperous  progress  of 
the  affairs  of  their  neighbours.  The  nervons  system  of  the  human 
frame  is  not  more  delicate  and  sensitive  through  all  its  ramifications, 
to  an  injury  inflicted  upon  any  one  part,  than  is  that  mysterious 
net-work  commercial  credit,  by  which  the  nations  of  the  world  are 
bound  together  in  one  common  interest,  and  the  effects  of  monetary 
calamities,  whatever  may  be  the  country  upon  which  they  first  fall, 
are  speedily  diffused  over  all.  May  this  truth  sink  deeply  into  the 
hearts  of  nations  !  and  lead  them  to  view  the  false  glories  of  war  in 
their  true  relation  to  the  substantial  fruits  of  peace.  Mutual 
interests  are  the  true  basis  of  mutual  amity  ;  and  by  explaining  to 
mankind  the  complex  relations  which  arise  out  of  these  interests, 
and  thus  developing  the  principles  of  affinity  which  exist  amongst 
nations  instead  of  those  of  repulsion,  Political  Economy  will  prove 
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herself  to  be  the  best  teacher  of  national  morality  and  the  most 
effectual  inculcator  of  the  doctrines  of  peace.  She  has  clearly 
demonstrated  that  no  country,  and  least  of  all  any  commercia 
country,  can  suspend  its  friendly  relations  with  another,  without 
inflicting  upon  itself  the  deepest  injury ;  the  first  blow  struck 
against  its  enemy  vibrates  through  its  own  frame,  and  it  can  only 
reach  the  satisfaction  of  injuring  another,  through  punishment, 
more  certain,  and  probably  equal  in  its  severity,  inflicted  upon  itself. 
May  we  not  hope  that  the  day  is  not  far  distant,  when  the  conviction 
of  common  interests  shall  lead  nations  as  well  as  individuals  to 
live  in  common  brotherhood  1  And  when  the  hostile  collision  of 
man  with  man,  individually  or  collectively,  shall  be  regarded  as  the 
discreditable  evidence  of  incomplete  civilization  1  The  signs  are 
already  visible  in  the  horizon,  though  perhaps  at  present  like  "a  cloud 
"  no  bigger  than  a  man's  hand  ;"  and  it  may  be  the  happy  inherit- 
ance of  our  descendants  to  live  in  times  when  the  public  conduct  of 
nations  as  well  as  the  private  acts  of  the  individuals  which  consti- 
tute them,  shall  emanate  from  nobler  impulses,  and  conform  to  a 
more  elevated  standard,  "  They  shall  beat  their  swords  into  plough- 
"  shares  and  their  spears  into  pruning-hooks ;  nation  shall  not 
"  lift  up  sword  against  nation,  neither  shall  they  learn  war  any 
"  more." 

If  these  be  the  dreams  of  Utopia,  who  would  nut  wish  to  become 
a  citizen  of  the  happy  republic  ? 


(F.) 


The  distinguished  reputation  of  Mr.  Webster,  as  one  of  the  most 
talented  and  enlightened  members  of  the  American  Senate,  has 
become  better  known  to  the  people  of  this  country  in  consequence 
of  the  visit  with  which  he  has  recently  honoured  it.  His  views 
upon  questions  of  currency,  now  become  more  important  perhaps 
in  the  United  States  than  they  are  even  in  this  country,  must  be 
interesting  and  instructive  to  all  who  give  their  attention  to  the  sub- 
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ject.  The  following  passage  is  extracted  from  the  second  speech  of 
Mr.  Webster  on  the  sub-Treasury  Bill,  delivered  on  the  12th  of 
March,  1838  :-— 

"  Before  leaving  altogether  this  subject,  I  will  say  a  few  words 
"  upon  the  proper  guards  and  securities  for  a  paper  circulation.  I 
"  hold  it  to  be  of  the  utmost  importance  to  prove,  if  it  can  be  proved 
"  to  the  satisfaction  of  the  country,  that  a  convertible  paper  cur- 
"  rency  may  be  so  guarded  as  to  be  secure  against  probable  dangers. 
"  I  say,  sir,  a  convertible  paper  currency,  for  I  lay  it  down  as  an 
"  unquestionable  truth  that  no  paper  can  be  made  equal  and  kept 
"  equal  to  gold  and  silver,  but  such  as  is  convertible  into  gold  and 
"  silver  on  demand.  But  I  have  gone  further,  and  still  go  further 
"  than  this,  and  I  contend  that  even  convertibility,  though  itself 
"  indispensable,  is  not  a  certain  and  unfailing  ground  of  reliance. 
"  There  is  a  liability  to  excessive  issues  of  paper,  even  while  paper 
"  is  convertible  at  will.  Of  this  there  can  be  no  doubt.  Where, 
"  then,  shall  a  regulator  be  found  ?  What  principle  of  prevention 
"  may  we  rely  on." 

rt  Now  I  think,  sir,  it  is  too  common  with  banks,  in  judging 
"  of  their  condition,  to  set  off  all  their  liabilities  against  all  their 
"  resources.  They  look  to  the  quantity  of  specie  in  their  vaults, 
"  and  to  the  notes  and  bills  becoming  payable,  as  means  or  assets ; 
"  and  with  these  they  expect  to  be  able  to  meet  their  returning 
"  notes,  and  to  answer  the  claims  of  depositors.  So  far  as  the  bank 
"  is  to  be  regarded  as  a  mere  bank  of  discount,  all  this  is  very  well ; 
"  but  banks  of  circulation  exercise  another  function.  By  the  very 
"  act  of  issuing  their  own  paper  they  affect  the  amount  of  currency. 
"  In  England  the  Bank  of  England,  and  in  the  United  States  all  the 
"  banks,  expand  or  contract  the  amount  of  circulation,  of  course, 
"  as  they  increase  or  curtail  the  general  amount  of  their  own  paper- 
"  And  this  renders  it  necessary  that  they  should  be  regulated  and 
"  controlled.  The  question  is,  by  what  rule  ?  To  this  I  answer,  by 
"  subjecting  all  banks  to  the  rule  which  the  most  discreet  of  them 
"  always  follow— by  compelling  them  to  maintain  a  certain  fixed 
"  proportion  between  specie  and  circulation,  without  regarding 
"  deposits  on  one  hand  or  notes  payable  on  the  other. 

"  There  will  always  occur  occasional  fluctuations  in  trade,  and  a 
"  demand  for  specie  by  one  country  on  another  will  arise.  It  is 
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"  too  much  the  practice,  when  such  occurrences  take  place  and 
"  specie  is  leaving  the  country,  for  banks  to  issue  more  paper,  in 
"  order  to  prevent  a  scarcity  of  money.  But  exactly  the  opposite 
"  course  should  be  adopted.  A  demand  for  specie  to  go  abroad 
"  should  be  regarded  as  conclusive  evidence  of  the  necessity  of  con- 
"  tracting  circulation.  If,  indeed,  in  such  cases  it  could  be  certainly 
"  known  that  the  demand  would  be  of  short  duration,  the  temporary 
"  pressure  might  be  relieved  by  an  issue  of  paper  to  fill  the  place  of 
"  departing  specie.  But  this  never  can  be  known.  There  is  no 
"  safety,  therefore,  but  in  meeting  the  case  at  the  moment,  and  in 
"  conforming  to  the  infallible  index  of  the  exchanges.  Circulating 
"  paper  is  thus  kept  always  nearer  to  the  character,  and  to  the 
"  circumstances  of  that  of  which  it  is  designed  to  be  the  representa- 
"  tive— the  metallic  money.  This  subject  might  be  pursued,  I  think, 
"  and  clearly  illustrated ;  but,  for  the  present,  I  only  express  my 
"  belief  that,  with  experience  before  us  and  with  the  lights  which 
"  recent  discussions,  both  in  Europe  and  America,  hold  out,  a 
"  national  bank  might  be  established,  with  more  regard  to  its  fuuc- 
"  tiou  of  regulating  currency  than  to  its  function  of  discount,  on 
"  principles,  and  subject  to  regulations  such  as  should  render  its 
"  operations  extremely  useful." 

The  intrinsic  soundness  of  these  views,  as  well  as  the  forcible 
clearness  with  which  they  are  stated,  must  command  attention. 
The  individual  from  whose  lips  they  fell  has  returned  to  his  native 
country  to  witness,  upon  his  first  arrival,  the  consequences  which 
have  ensued  from  the  rejection  of  his  wise  counsel — the  suspension 
of  specie  payments, — the  violent  derangement  of  internal  exchanges 
— the  utter  prostration  of  credit — and  a  ruinous  interruption  to 
the  trading  and  commercial  operations  of  the  Union.  In  again 
urging  upon  his  fellow-countrymen  those  measures  by  the  timely 
adoption  of  which  they  might  probably  have  averted  the  present 
crisis,  and  may  still  protect  themselves  against  its  future  recurrence, 
he  will  be  strengthened  by  the  impressive  example  of  what  has 
recently  occurred. 

As  being  our  brethren  in  blood  and  in  language,  and  still  more 
as  having  staked  even  more  deeply  than  ourselves,  all  their  hopes  of 
internal  happiness  and  national  prosperity  upon  the  efficacy  of  free 
institutions,  the  American  people  must  always  command  our  warmest 
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sympathies ;  as  rivals  in  commercial  activity  and  as  connected 
with  this  country  by  mutual  ties  of  the  strongest  interest,  their 
prosperity  must  ever  exert  a  powerful  influence  upon  our  welfare 
The  shock  to  which  they  have  been  exposed  has  been  felt  in  its 
vibrations  throughout  the  United  Kingdom  ;  and  a  regard  for  the 
prosperity  of  our  own  country,  in  concert  with  more  generous 
sympathies,  must  create  an  anxious  desire  to  see  the  monetary 
affairs  of  the  United  States  established  upon  a  sound  and  durable 
basis.  To  the  measures  necessary  for  this  purpose,  many  national 
prejudices  and  possibly  some  party  hostility  may  be  opposed;  "Na- 
tions are  slow  and  reluctant  learners ;"  but  the  views  of  Mr. 
Webster,  as  above  quoted,  by  the  force  of  their  own  truth,  and  the 
vigorous  exposition  which  he  is  capable  of  applying  to  them,  must 
gradually  impress  themselves  upon  the  conviction  of  a  reflecting 
community.  May  this  result  be  speedily  brought  about.  The  inter- 
commercial  interests  of  both  countries  are  involved  in  it.  To  the 
wise  and  the  enlightened  of  his  own  country  he  must  look  for  effec- 
tual co-operation  ;  whilst,  from  this  side  of  the  Atlantic,  we  can  only 
offer  to  him  our  cordial  sympathy  and  good  wishes  for  success  in  his 
endeavours  to  obtain  the  establishment  of  "  a  National  Bank,  insti- 
"  tuted  with  more  regard  to  its  function  of  regulating  currency  than 
"  to  its  function  of  discount," — "  a  Bank  able  to  restrain  the  exces- 
"  sive  issues  of  State  Banks,  and  able  also  to  furnish  for  the  country 
"  a  currency  of  universal  credit  and  of  uniform  value." 


(G.) 


"  We  have  seen  that  neither  the  range  of  general  prices,  the  rate 
"  of  interest,  the  relative  amount  of  currency  at  different  times,  nor 
"  that  of  deposits,  afford  any  fixed  or  certain  rules  for  the  guidance 
"  of  the  issuers  of  paper-money,  and  that  such  are  to  be  sought  for 
"  in  the  state  of  the  exchanges  alone.  What,  then,  is  to  be  thought 
"  of  our  present  system,  wherein  one  mass  of  issuers,  the  joint- stock 
'*  banks  and  country  bankers,  look  almost  exclusively  to  these 
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"  fallacious  criteria :  while  the  Bank  of  England,  which  alone  even  pre- 
"  tends  to  adhere  to  correct  principles,  is  thwarted  by  the  injudicious 
"  conduct  of  its  associates,  and  frequently  embarrassed  by  the  dif- 
"  culties  of  its  own  position  in  the  twofold  capacity  of  money-issuer 
"  and  agent  for  ordinary  banking-business  !  No  correct  notions  can 
"  ever  be  formed  upon  the  subject  of  currency,  unless  the  business  of 
"  issue  be  clearly  separated  in  the  reader's  mind  from  the  other 
"  transactions  which  form  the  real  and  legitimate  employments  of 
"  the  banker.  They  are,  in  fact,  not  merely  distinguishable,  but 
"  dissimilar,  and  perhaps,  irreconcilable.  The  rule  of  utility  would 
"  place  the  former  exclusively  in  the  hands  of  the  Government,  to  be 
"  exercised  by  it  directly,  or  through  the  medium  of  some  delegated 
"  body  as  peculiar  circumstances  might  render  most  convenient, 
"  while  the  latter  would  be  left  perfectly  free." — Norman  on  Cur- 
rency and  Banks,  p.  33. 


THE    END. 


A    LETTER 


TO 


J.     B.     SMITH,     ESQ. 


PRESIDENT 


OP    THE 


MANCHESTER    CHAMBER    OF    COMMERCE. 


LONDON: 

1840. 


A    LETTER, 


ETC.    ETC. 


SIR, 

I  HAVE  just  perused  with  great  interest  the  document 
which  has  recently  been  laid  before  the  Chamber  of  Com- 
merce of  Manchester,  and  which  bears  your  signature. 
The  subject  to  -which  it  refers  is  calculated  to  command 
the  attention  of  all  persons,  who  feel  themselves  to  be 
connected,  directly  or  indirectly,  with  the  prosperity  of 
the  trading  and  commercial  interests  of  the  country ;  and 
what  inhabitant  of  the  United  Kingdom,  it  may  be  justly 
asked,  is  not  included  in  this  description  ?  You,  and  those 
with  whom  you  act,  are  too  deeply  interested  in  the 
steady  and  regular  progress  of  commercial  affairs,  to  have 
any  other  object  in  view,  in  the  inquiry  upon  which  you 
have  embarked,  than  the  establishment  of  truth ;  and  I 
am  sure  that  it  is  not  in  the  character  of  the  merchants  of 
Manchester,  to  seek  that  object  by  any  other  means  than 
free  and  unrestrained  discussion.  The  attempt  to  point 
out  any  errors,  into  which  they  may  unconsciously  fall, 
from  whatever  quarter  it  may  come,  will  not  be  received 
by  them  in  an  unfriendly  spirit.  In  the  congress  of 
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opinions,  the  bustling  highway  of  intelligence,  each  man 
should  ask  of  his  neighbour,  and  yield  to  him  again  con- 
cession. 

The  management  of  the  circulation,  the  causes  of  the 
errors  which  are  committed  respecting  it,  and  the  effect 
which  they  produce  upon  the  general  interests  of  the 
country,  are  topics,  which,  till  recently,  have  not,  as  you 
justly  remark,  attracted  the  attention  which  they  deserve. 
In  the  first  outbreak  of  public  and  general  discussion  on 
the  subject,  it  is  natural  that  many  conflicting  views 
should  be  propounded:  and  probably  none  of  the  dispu- 
tants who  first  enter  the  arena,  will  wield  his  weapons 
with  that  perfect  skill,  which  shall  expose  no  weak  part, 
and  leave  no  opening  to  hostile  attack.  Let  the  sub- 
ject, however,  be  approached  in  the  spirit  of  free  and 
candid  inquiry  on  all  doubtful  points,  and  of  charitable 
interpretation  of  every  difference  of  opinion,  (in  dubiis 
libertas,  in  omnibus  caritas,)  and  we  may  be  well  assured, 
that  in  the  ordeal  of  rival  inquiry,  thus  pursued,  truth 
will  be  finally  purified  from  error.  Under  the  influence 
of  this  spirit,  and  in  the  earnest  hope  that  this  end  may 
be  speedily  accomplished,  the  following  few  remarks 
have  been  penned.  In  the  same  spirit  I  am  sure  they 
will  be  received  by  you,  and  by  that  active,  intelligent, 
and  truth-seeking  community  to  which,  through  you,  they 
are  addressed.  Truly  indeed  may  we  say,  that  we 
speak  unto  wise  men,  and  call  upon  them  to  judge  what 
we  state. 

The  Report  of  the  Manchester  Chamber  of  Commerce 
is  a  general  indictment  against  the  Bank  of  England, 
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charging  it  with  being  the  sole  and  exclusive  cause  of  the 
pressure  which  has  recently  fallen  upon  the  trading  and 
manufacturing  interests  of  the  country. 

Such  charges  ought  not  to  be  lightly  thrown  out  in 
any  case ;  and  in  proportion  as  they  are  made  with  deli- 
beration, and  by  a  body  whose  peculiar  character  and 
functions  give  unusual  weight  to  whatever  emanates  from 
it,  they  ought  to  be  stated  guardedly,  and  not  pressed 
beyond  that  extent  which  the  evidence  adduced  in  their 
support  fully  warrants. 

It  is  not  an  uncommon  errora  into  which  parties  under 
the  influence  of  imperfect  views,  and  not  sufficiently  cau- 
tious in  their  judgment,  are  liable  to  fall,  viz.,  that  of 
fixing  their  attention  upon  one  particular  view  of  a  ques- 
tion, to  the  exclusion  of  others  which  equally  affect  it ; 
and  they  are  thus  led  to  attribute  any  given  effect  to  one 
cause  alone,  which  is  in  reality  the  result  of  the  combined 
action  of  a  multiplicity  of  concurring  circumstances. 

The  Report  in  question  presents  a  striking  example  of 
this  process.  The  line  of  argument  which  it  pursues  con- 
sists of  three  main  propositions:  — 

1.  That  the  alternations  of  excitement  and  depression 
in  trade  since  1835,  and  especially  the  events  of  this  cha- 
racter which  have  occurred  during  the  years  1838  and 
1839,   are  to  be  attributed  entirely  to   mismanagement 
of  the  circulation. 

2.  That   this   mismanagement   of  the   circulation    ia 
altogether  the  result  of  the  improper   measures  of  the 
Bank  of  England. 

3.  That  the  cause  of  this  misconduct  of  the  Bank  of 
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England  is  to  be  found  in  the  undue  privileges  possessed 
by  the  Bank ;  in  the  want,  of  available  capital  on  the  part 
of  the  Bank,  which  renders  it  impossible  for  it  to  conduct 
its  affairs  with  advantage  to  the  interests  of  the  manu- 
facturing and  commercial  community ;  and  in  the  fact, 
that  the  power  over  the  currency  is  vested  in  twenty-six 
irresponsible  individuals,  for  the  exclusive  benefit  of  a 
body  of  Bank  Proprietors. 

In  pursuing  the  investigation  of  any  subject,  with  the 
view  of  devising  measures  for  preventing  the  recurrence 
of  evils  which  have  been  actually  experienced,  it  is  most 
important  that  the  cause  or  causes  of  those  evils  should 
be  traced,  not  in  a  general  way  only,  but  with  that  degree 
of  accuracy  which  may  enable  us  to  attribute  to  each  con- 
curring circumstance,  its  true  character  as  an  efficient 
agent,  and  the  relative  degree  of  influence  which  it  exerts 
in  producing  the  general  result.  Unless  this  be  done,  the 
conclusions  will  partake  of  the  same  vague  generality, 
which  belongs  to  the  investigations  by  which  they  have 
been  obtained;  and  the  remedies  will  be  defective  or  insuf- 
ficient, in  proportion  as  the  causes  have  been  imperfectly  as- 
certained, or  their  relative  influence  inaccurately  measured. 

It  is  necessary  to  press  this  consideration  upon  the 
attention  of  those  who  peruse  the  Report  which  we  are 
discussing.  The  phenomenon  therein  examined,  the  fluc- 
tuations of  prices  and  the  alternations  of  commercial  affairs, 
is  not  attributable  to  any  one  cause  exclusively :  it  is  the 
result  of  many  concurring  causes,  dependent  each  upon 
different  principles,  which  ought  all  to  be  carefully  ana- 
lysed, and  afterwards  weighed  against  each  other. 
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It  is  only  when  this  has  been  done,  that  we  can  ven- 
ture to  hope  that  we  have  arrived  at  a  true  knowledge 
of  the  subject,  and  are  prepared  to  form  a  safe  judg- 
ment as  to  the  remedial  measures  which  it  is  desirable  to 
adopt. 

The  propositions  to  which  I  have  already  alluded,  as 
containing  the  substance  of  the  Report,  are  all  of  them 
open  to  many  observations.  By  not  a  few  persons  they 
would  each  of  them  be  met  by  a  positive  denial ;  and  the 
proof  of  them  against  an  adverse  reasoner  would  certainly 
be  no  very  easy  task. 

I  am  not,  however,  disposed  to  go  to  this  extent.  I 
think  there  is  some  truth  contained  in  them ;  but  that, 
partly  by  the  omission  of  the  qualifications  with  which 
that  truth  ought  to  be  accompanied,  and  partly  by  the 
omission  of  other  truths,  equally  affecting  the  question, 
the  whole  result  is  very  far  from  presenting  a  just  and 
complete  view  of  the  subject. 

"  Wisdom  and  skill  is  requisite  to  know  what  parts  are 
sound  and  what  corrupted.  Neither  is  it  to  all  men  ap- 
parent which  complain  of  unsound  parts,  with  what  kind 
of  un soundness  every  such  part  is  possessed.  They  can 
say  that  there  are  very  foul  and  gross  corruptions ;  the 
nature  whereof,  notwithstanding,  because  they  have  not 
for  the  most  part  exact  skill  and  knowledge  to  discern, 
they  think  that  amiss  many  times  which  is  not ;  and  the 
salve  of  reformation  they  mightily  call  for,  but  where  and 
what  the  sores  are  which  need  it,  as  they  wot  full  little, 
so  they  think  it  not  greatly  material  to  search."  In  these 
words,  the  great  Hooker  rebuked  the  spirit  of  indiscri- 
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urinate  and  unsparing  censure  against  the  Church  of 
Home  which  prevailed  in  his  day ;  a  spirit  which,  stop- 
ping not  to  distinguish  between  the  pure  faith  and  the 
Apostolic  practices  still  retained  by  that  Church,  and  the 
abuses  which  were  mingled  with  them,  would  have  gone 
far  to  destroy  the  Religion,  instead  of  limiting  itself  to 
the  reformation  of  its  corruptions.  May  not  the  admoni- 
tion which  they  contain  be  justly  applied  to  the  question 
before  us  ?  for  the  satisfactory  solution  of  which,  a  little 
more  of  wisdom  and  skill  is  requisite,  to  know  what  parts 
are  sound  and  what  corrupted,  and  where  and  what  the 
sores  are  which  need  that  salve  of  reformation  so  mightily 
called  for  in  your  Report.  Indeed,  in  reading  this  docu- 
ment, I  seemed  to  be  walking  over  a  tessellated  pave- 
ment, curiously  diversified  with  alternate  truth  and 
error;  I  find  facts  correctly  stated,  but  insuf- 
ficient to  support  the  sweeping  conclusions  founded  on 
them;  other  facts  altogether  omitted,  and  therefore  a 
dark  space  where  there  ought  to  have  been  a  light 
one  ;  mismanagement  sometimes  imputed,  where  it  has 
not  really  existed ;  and  where  it  has,  the  responsi- 
bility affixed  to  one  party,  which  ought  to  be  divided 
amongst  many ;  that  mismanagement,  again,  attri- 
buted to  those  which  are  not  the  real  causes  of  it, 
and  made  answerable  for  evils  which  are  not  its  real 
consequences. 

"  Verily,  there  is  nothing  so  true,  that  the  damps  of  error  have 

not  warped  it ; 

"  Verily,  there  is  nothing  so  false,  that  a  sparkle  of  truth  is 

not  in  it." 
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I  will  explain  myself  by  a  few  remarks  upon  each  of 
the  three  propositions.  In  doing  this,  my  object  is 
merely  to  point  attention  to  those  considerations  which 
are  omitted  in  the  Report,  and  by  the  omission  of 
which  I  think  the  sincere  inquirer  after  truth  is  liable  to 
be  diverted  from  the  right  road.  I  do  not  pretend  to 
examine  and  discuss  each  of  these  points:  neither  my 
own  time,  nor  the  attention  of  my  readers,  would  suffice 
for  &o  vast  a  task.  I  attempt  only  to  allude  to  a  few  out 
of  many  important  considerations ;  the  investigation  of 
each  or  all  of  which  may  be  followed  up  by  those  who 
are  so  disposed. 

1.  Fluctuations  in  the  amount  of  the  currency  are 
seldom,  if  ever,  the  original  and  exciting  cause  of  fluctua- 
tions in  prices  and  in  the  state  of  trade.  The  buoyant 
and  sanguine  character  of  the  human  mind;  miscalcula- 
tions as  to  the  relative  extent  of  supply  and  demand; 
fluctuations  of  the  seasons ;  changes  of  taste  and  fashion ; 
legislative  enactments  and  political  events ;  excitement 
or  depression  in  the  condition  of  other  countries  con- 
nected with  us  by  active  trading  intercourse ;  an  endless 
variety  of  casualties  acting  upon  those  sympathies  by 
which  masses  of  men  are  often  urged  into  a  state  of 
excitement  or  depression ; — these,  all  or  some  of  them, 
are  generally  the  original  exciting  causes  of  those  varia- 
tions in  the  state  of  trade  to  which  the  Report  refers. 
The  management  of  the  currency  is  a  subordinate  agent ; 
it  seldom  originates,  but  it  may,  and  often  does,  exert  a 
considerable  influence  in  restraining  or  augmenting  the 
violence  of  commercial  oscillations. 
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What,  then,  were  the  originating  causes  of  the  recent 
commercial  pressure  ? 

The  succession  of  two  bad  harvests,  in  a  country 
afflicted  with  laws  which  render  such  an  occurrence 
peculiarly  oppressive  to  the  community,  and  by  a 
peculiar  felicity  in  mischief,  Contrive  to  make  monetary 
derangement,  and  consequently  commercial  pressure,  the 
inevitable  accompaniment  of  the  misfortune  of  the  sea- 
sons. The  poison  of  impolicy  is  thus  thrown  into  the 
fiendish  cauldron  of  injustice, 

For  a  charm  of  powerful  trouble 
Like  a  hell-broth  to  boil  and  bubble. 

Add  to  this  the  collapsed  state  of  American  credit, 
the  unavoidable  consequence  of  the  previous  extravagant 
excitement. 

Fluctuations  of  the  season ;  legislative  enactments  in 
the  form  of  Corn-Laws;  temporary  depression  in  other 
countries  between  whom  and  ourselves  there  habitually 
exists  an  active  trading  intercourse ;  are  causes  which,  in 
any  discussion  of  the  trading  events  of  the  last  two  years, 
cannot  be  thrown  into  the  back-ground. 

To  what  extent,  however,  has  mismanagement  of  the 
circulation  aggravated  the  effects  of  these  causes  ?  is  the 
next  question. 

What  is  the  test  of  mismanagement  of  the  circula- 
tion? I  presume  the  answer  will  not  be  disputed. 
Fluctuations  of  the  amount  of  paper  issues  not  corre- 
sponding to  those  of  the  bullion. 

Tried  by  this  test,  and  I  know  of  no  other  which 
admits  of  clear  definition  or  of  strict  application,  the  mea- 
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sures  of  the  Bank  during  the  year  1838  are  clear  from  blame. 
The  relative  condition  of  the  circulation  and  the  bullion 
at  the  beginning  and  at  the  end  of  1838  is  the  same. 

During  the  year  1839,  it  is  true,  the  circulation  has 
not  been  contracted  in  correspondence  with  the  bullion ; 
and  here,  therefore,  is  a  just  opening  for  censure.  But 
that  censure  must  not  be  vague  and  indefinite.  The 
non-reduction  of  the  circulation  of  the  Bank  in  1839 
cannot  be  made  a  cause  of  any  evils  whose  origin  is  of  an 
earlier  date.  The  profit  upon  the  export  of  gold,  I 
believe  it  will  be  found,  did  not  arise  till  the  latter  end  of 
1838  ;  and  therefore  the  obligation  upon  the  Bank  to 
contract  its  issues  dates  from  that  period.  The  rate  at 
which  the  Bank  may  lend  money  is  a  fallacious  criterion 
by  which  to  test  its  measures ;  the  amount  of  its  issues 
compared  with  the  bullion  is  the  only  true  criterion; 
and,  unless  the  rate  at  which  the  Bank  advances  its 
money  is  such  as  to  lead  to  an  improper  increase  in  the 
amount  of  its  issues,  it  seems  difficult  to  condemn  it  as 
violating  any  acknowledged  principle. 

2.  But  if  the  management  of  the  circulation  has  been 
vicious  during  1838  and  1839,  who,  we  must  inquire,  has 
been  the  principal  sinner  ?  Look  at  the  returns  of  the 
country  issuers ;  you  will  there  observe  a  progressive  and 
large  increase  of  issues  through  the  whole  period  ;  an 
increase  steadily  maintained  against  decreasing  bullion, 
and  unsanctioned  by  any  corresponding  increase  on  the 
part  of  the  Bank  of  England. 

The  Report  we  are  discussing,  I  must  presume,  will 
be  followed  by  another  upon  this  branch  of  the  question  ; 
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pointing  out  the  effects  upon  the  commercial  and  manu- 
facturing interests  of  the  country  of  multiplied  country 
issues,  not  corresponding  in  their  fluctuations  either  with 
those  of  the  bullion  or  of  the  Bank  of  England  circula- 
tion, issued  too  {  by  irresponsible  individuals'  and  for 
'  the  exclusive  benefit  of  their  own  concerns.' 

Before  we  attribute  any  great  trading  convulsion 
entirely  to  mismanagement  of  the  circulation  ;  it  is 
necessary  to  show  distinctly  that,  in  the  case  in  question, 
those  which  are  the  ordinary  and  natural  causes  of  such 
convulsions  have  not  been  in  operation. 

And,  again,  before  we  attribute  the  evils,  really 
attending  mismanagement  of  the  circulation,  exclusively 
to  the  Bank  of  England ;  it  is  necessary  to  prove,  either 
that  the  other  issuers  are  completely  under  the  control  of 
the  Bank,  or  that  their  measures  have  not  proceeded  in 
the  same  erroneous  course. 

The  Report  does  not  attempt  to  establish  these  facts ; 
and  I  therefore  think  it  justly  open  to  the  charge  of 
presenting  a  partial  view  of  the  subject ;  and  of  omitting 
many  considerations,  without  an  attention  to  which,  the 
discussion  must  be  imperfect,  and  the  decision  to  which 
it  leads  unsatisfactory  and  unjust. 

Be  severe ;  but  let  your  severity  be  tempered  with  a 
proportionate  regard  to  justice.  Condemn  misconduct; 
but  do  it  with  discrimination.  Trace  every  evil  with 
unsparing  research  to  its  origin ;  but  be  sure  that  you 
reach  the  true  source  of  it.  Analyse  the  impure  result 
by  the  severest  test ;  but  take  care  that  you  do  not 
attribute  to  one  cause  alone,  those  effects  which  really 
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indicate  the  presence  of  many  deleterious  principles. 
The  phenomenon  under  your  consideration  is  not  a 
simple  one,  neither  is  the  cause  of  it.  Mismanagement 
of  the  circulation  is  not  the  primary  source,  it  is  only  the 
contributory  stream  ;  and  the  foul  water,  which  it  pours 
forth,  flows  from  more  than  one  polluted  spring. 

You  state  that,  in  the  course  of  1835,  the  Bank  of 
England,  by  '  throwing  a  large  amount  of  money  into  the 
market  at  a  low  rate  of  interest,  laid  the  foundation  for 
the  excessive  stimulus  to  trade  and  speculation  which 
prevailed  in  the  succeeding  year.'  It  will  be  found,  upon 
reference  to  the  published  returns,  that  the  circulation  of 
the  Bank  was  considerably  less  at  the  end  of  1835  than  it 
was  at  the  beginning  of  that  year  ;  and  that  in  January 
1836  it  was  at  an  unusually  low  point. 

Early  in  1836  you  speak  of  e  the  mania  for  specula- 
tion.' This  could  not  have  arisen  from  mismanagement 
of  the  circulation  by  the  Bank,  whose  issues  in  April 

1836  were  at   the  same  amount  as  in  January   1835  ; 
whilst  the  bullion  during  that  period  had  increased  to  the 
extent  of  £1,000,000. 

But  turn  to  the  country  issues,  and  you  will  find  that, 
through  the  whole  of  this  period,  that  is,  from  the  begin- 
ning of  1835  till  June  1836,  they  were  steadily  and 
largely  increasing.  Must  we  not,  then,  attribute  to 
them,  some  share  in  "  infusing  the  fever  of  speculation 
into  the  system  of  the  commercial  world  ?" 

Again,  you  say  "  that  in  the  spring  and  summer  of 

1837  the  prices  of  all  commodities  fell  to  the  lowest  point 
to  which  they  had   been  known  to  recede  for  a  great 
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number  of  years."  The  circulation  of  the  Bank,  you  will 
find,  stood  as  high  during  this  period  as  it  had  done 
during  the  years  1835  and  1836.  But  the  country  issues 
during  the  early  part  of  1837  underwent  a  large  reduc- 
tion. 

You  speak  of  the  Bank.  "  replenishing  its  store  of 
bullion  at  the  cost  of  heavy  sacrifices  to  our  merchants."" 
A  reduction  of  circulation  must  at  all  times  tend  to  check 
the  facility  of  credit  and  to  lower  prices  :  an  arbitrary  or 
capricious  reduction  is,  therefore,  wholly  unwarrantable. 
But  if  the  bullion  is  diminishing,  then  the  Bank  ought  to 
have  no  option  ;  it  is  bound  to  make  a  corresponding 
reduction  of  its  issues,  otherwise  the  paper  circulation 
could  not  act  as  a  metallic  circulation  would  have  acted. 
Whenever  the  issues  of  the  Bank  fail  to  correspond  to 
the  fluctuations  of  the  bullion,  spare  not  your  censure,  it 
is  deserved  ;  but  when  the  Bank  acts  in  obedience  to  that 
guide,  it  is  strictly  discharging  its  duty,  and  the  mercan- 
tile pressure  which  ensues,  cannot  be  justly  charged  to 
misconduct  in  that  quarter. 

You  speak  of  the  "  expansive  policy  of  the  Bank  and 
the  low  rate  of  interest  consequent  upon  it  during  the 
year  1838."  The  increase  of  the  issues  of  the  Bank 
between  January  and  December  in  that  year,  and  the 
increase  of  bullion,  were,  as  nearly  as  possible,  of  the 
same  amount  ;  each  about  £500,000. 

Again,  you  speak  of  (i  the  conduct  pursued  by  the 
Bank  in  November  of  last  year  (1838),  in  making 
advances,  repayable  in  January  at  3^  per  cent.  ;"  and 
you  go  on  to  observe,  "  the  additional  supply  of  paper 
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money  thus  thrown  upon  the  market,"  &c.  What  do 
you  mean  by  this  additional  supply  of  paper  money? 
The  issues  of  the  Bank  in  January  1839  were  £700,000 
less  than  they  were  in  the  preceding  November. 

But  you  appear  disposed  to  attribute  great  import- 
ance to  the  low  rate  of  interest  at  which  the  Bank 
offered  to  make  its  advances.  The  Bank,  no  doubt,  may 
exert  a  powerful  temporary  influence  upon  the  general 
rate  of  interest  by  means  of  an  improper  augmentation  or 
diminution  of  its  issues ;  but  so  long  as  the  issues  are  not 
allowed  to  fluctuate  in  an  arbitrary  manner,  the  power  of 
the  Bank  to  influence  or  determine  the  rate  of  interest  is 
very  slight.  Under  such  circumstances,  the  relative  pro- 
portion between  the  supply  and  the  demand  will  fix  the 
price  of  money,  as  of  all  other  things ;  and  if  the  Bank 
makes  its  advances  below  the  market  rate,  the  loss  falls 
upon  itself,  whilst  the  benefit  goes  to  those  who  deal 
with  it.  The  complaint  on  this  score  might  be  reasonably 
urged  by  the  Bank  proprietors,  as  militating  against  their 
interests ;  but  it  seems  an  unintelligible  ground  of  dissatis- 
faction on  the  part  of  the  public,  that  the  Bank  lends  its 
capital  on  lower  terms  than  might  be  obtained  for  it.  If 
the  Bank  increases  its  issues  without  a  corresponding 
increase  of  bullion,  prove  that  fact,  and  you  may  justly 
complain  of  it.  But  as  to  the  rate  at  which  the  advances 
are  made,  leave  the  Bank  to  take  care  of  itself  on  that 
score  ;  its  own  interests,  of  which  you  complain  that  it  is 
unduly  mindful,  will  not  allow  it  to  go  on  taking  less 
than  the  market  will  fairly  yield,  and  if  it  asks  more,  the 
public  will  not  pay  it. 
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3.  Some  portion,  however,  of  the  charge  of  mis- 
management of  the  circulation  must  still  attach  to  the 
Bank.  During  the  year  1839,  and  also  on  previous 
occasions,  the  circulation  of  the  Bank  has  not  been  con- 
tracted in  correspondence  with  the  diminution  of  the 
bullion ;  and  it  may  be  justly  added,  that  the  fluctuations 
of  the  bullion  would  have  been  confined  within  narrower 
limits  if  the  restrictive  action  of  the  Bank  had  been  uni- 
formly commenced  at  an  earlier  period,  and  persisted  in 
with  uninterrupted  steadiness.  It  is  not  my  intention  to 
deny  mismanagement  on  the  part  of  the  Bank  on  this  occa- 
sion :  it  is  admitted.  The  consequence  of  it  however,  has 
been,  not  undue  stimulus  to  speculation,  but  danger  to 
the  safety  of  the  Bank  and  to  the  maintenance  of  our 
specie  payments. 

A  storm  arose  in  the  early  part  of  last  year  which 
prevailed  very  generally  throughout  the  world,  but  more 
especially  upon  the  English  and  American  coasts.  Upon 
the  latter  station,  one  very  large  vessel  and  many  smaller 
craft  altogether  foundered ;  and  on  the  English  coast, 
the  first-class  ship  "  Bank  of  England,"  neglecting  to  take 
proper  precautions  in  due  time,  by  reefing  her  sails, 
closing  her  hatches,  throwing  overboard  a  sufficient  quan- 
tity of  ballast,  was,  in  consequence,  exposed  to  the  most 
imminent  peril.  She  has,  however,  reached  port,  and  it 
is  now  proposed  to  bring  her  commanders  to  a  court- 
martial;  not  for  un-officerlike  conduct  in  the  working 
of  the  ship  during  the  storm,  but  upon  the  charge  of 
having  created  the  tempest, — of  having  made  the  winds 
to  blow  and  the  waves  to  roll.  To  this  they  reply,  that 
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the  winds  and  the  waves  are  subject  to  a  power  beyond 
their  control ;  and  that,  as  regards  the  conduct  of  their 
own  ship,  they  were  run  down  by  a  fleet  of  small  traders, 
which  drifted  before  the  wind,  with  no  look-out  ahead ; 
and  that,  by  this  means,  their  rigging  became  entangled 
and  their  rudder  was  disabled. 

The  recent  drain  upon  the  circulation  of  this  country 
is  attributable  to  that  Power  which  regulates  the  seasons ; 
which  makes  the  sun  to  shine  or  the  rain  to  fall.  It 
would  have  occurred  had  the  circulation  been  metallic; 
and  the  fault  committed  by  the  Bank  has  been  that  of 
generous,  though  in  this  case  mistaken,  nature,  which 
induces  a  powerful  person  to  endanger  his  own  safety,  in 
the  desire  to  extend  his  aid  to  those  who  are  less  able  to 
support  themselves. 

But  there  are  two  points  connected  with  that  mis- 
management which  do  not  appear  to  have  been  suffi- 
ciently noticed  in  your  Report. 

First,  to  which  I  have  already  adverted,  that  the 
mismanagement  does  not  rest  exclusively  with  the  Bank, 
The  country  issuers  have  mismanaged  to  a  greater  extent 
than  the  Bank,  and  have  further  impeded  and  interrupted 
the  course  of  the  Bank  after  she  had  begun  to  move  in 
the  right  direction. 

Second.  The  causes  of  mismanagement  on  the  part  of 
the  Bank.  This  is  a  most  important  branch  of  the 
inquiry,  because  upon  the  right  decision  respecting  it 
depends  the  application  of  the  proper  remedies. 

Your  Report  assigns  as  these  causes  : — 

1.  '  Undue   privileges    possessed   by   the    Bank/     If 
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you  allude  to  the  privilege  of  being  the  exclusive  issuer 
of  paper  money  in  the  metropolis,  a  protest  must  at  once 
be  entered  against  denominating  that  as  an  undue  privi- 
lege. The  question  is  too  large  to  be  discussed  in  this 
letter;  my  only  object  is  to  have  it  clearly  understood 
what  the  question  really  is.,  viz.  Whether  the  principle 
of  unrestricted  competition  among  issuers  is  the  appro- 
priate means  to  secure  regularity  and  steadiness  in  the 
management  of  the  circulation.  Before  the  privileges  of 
the  Bank  are  condemned,  because  they  militate  against 
this  principle,  let  me  hope  that  what  has  been  written  on 
this  subject  by  those  who  have  carefully  studied  it,  will 
be  well  considered,  and  that  the  impressive  example  of 
the  management  of  the  circulation  in  the  United  States, 
and  the  serious  lesson  which  that  example  teaches,  will 
not  be  overlooked  by  the  practical  and  thinking  men  of 
Manchester. 

2.  '  The  want  of  available  capital,  which  renders  it 
impossible  for  the  Bank  to  conduct  its  affairs  with  advan- 
tage to  the  interests  of  the  manufacturing  and  commercial 
community.' 

In  what  way  is  the  capital  of  the  Bank  now  invested  ? 
In  Government  securities,  in  advances  to  the  mercantile 
world,  and  in  bullion.  When  a  contraction  of  the  issues 
of  the  Bank  becomes  expedient,  indeed  necessary,  whence 
arises  the  great  difficulty  which  the  Bank  experiences  in 
effecting  that  contraction  ?  From  the  increasing  demands 
of  Government  and  of  Commerce  for  further  advances. 

The  connection  of  the  Bank  with  commerce  is  the 
leading  cause  of  its  mismanagement  of  the  circulation ; 
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and  yet  you  complain  that  the  Bank  is  unable  to  extend 
and  complicate  its  relations  in  that  respect.  The  manager 
of  the  circulation  ought  to  have  no  connection  with  trade 
and  commerce.  If  they  are  allowed  to  approach  her, 
they  are  sure  to  undermine  her  principles,  to  seduce  her 
from  the  path  of  duty,  and  to  destroy  her  character. 

Again,  in  what  securities  ought  the  funds  which  gua- 
rantee the  solidity  of  the  paper  money  of  a  country  to  be 
invested?  Surely  in  the  National  Securities, — in  the 
public  funds  of  the  country. 

To  whose  benefit  ought  the  proceeds  of  a  paper  issue  to 
be  appropriated  ?  To  whom  do  the  profits  derivable  from 
it  properly  belong  ?  Surely  to  the  nation  at  j,large,  i.  e. 
the  Government.  And  yet  you  complain  that  the  Bank 
has  sunk  the  whole  of  its  capital,  and  many]  millions 
derived  from  its  deposits  and  circulation,  in  permanent 
loans  to  the  Government. 

It  may  be  remarked,  incidentally,  that  these  loans  to 
the  Government  though  permanent — that  is,  not  recall- 
able from  the  Government — are  saleable  by  the  Bank, 
and  therefore  available  assets  in  its  hands. 

3.  '  The  power  over  the  currency  is  vested  in  twenty- 
six  irresponsible  individuals,  for  the  exclusive  benefit  of  a 
body  of  Bank  proprietors.' 

Responsibility  is  a  term  often  used  with  respect  to  the 
administration  of  public  affairs;  but  I  believe  it  would 
puzzle  most  persons  to  show  what  it  really  means.  It  is 
a  thing  which  we  "  as  a  shade  pursue ;"  but  which  does 
not,  "  like  a  shadow,  prove  its  substance  true/'  It  is  a 
name  at  which  the  world  grows  pale ;  but  which  in  too 
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many  cases  has  no  reality,  and  indeed  serves  only  eto 
point  a  moral  or  adorn  a  tale.'  Publicity  of  act,  and  con- 
sequent exposure  to  public  censure,  is  the  only  real 
responsibility ;  and  this  responsibility  attaches  to  the 
measures  of  the  Bank.  We  now  have  a  monthly  state- 
ment of  the  amount  of  the  .circulation  and  bullion  ;  seen, 
it  is  true,  through  the  misty  obscurity  of  a  quarterly 
average.  Remove  this  deceptive  cloud ;  give  us  a  plain 
statement  of  the  simple  fact  each  month ;  and  we  shall 
have  no  difficulty  in  enforcing  sufficient  responsibility, 
i.  e.  sufficient  obedience  to  public  opinion.  There  is  more 
ground  to  apprehend  erroneous  views  and  improper  ex- 
pectations on  the  part  of  the  public. 

'For  the  exclusive  benefit  of  a  body  of  Bank  Pro- 
prietors/ 

The  Bank  has  paid  liberally  for  its  exclusive  privilege 
as  regards  the  circulation;  the  Manchester  people  will 
always  respect  a  fair  bargain ;  that  between  the  Govern- 
ment and  the  Bank  in  1832  was  eminently  so,  so  far  at 
least  as  the  Bank  was  concerned ;  the  Government  was 
not  the  weaker  of  the  contracting  parties,  nor  was  it  in 
any  respect  over-reached.  There  would  be  no  great  dif- 
ficulty in  showing,  that  the  profit  derived  by  the  Bank 
from  its  paper  issues,  is  not  very  unlike  the  profit  described 
by  some  of  the  speakers  at  your  meeting,  a  near  approxi- 
mation to  constant  loss.  The  profits  of  the  Bank,  such  as 
they  now  are,  (I  do  not  speak  of  what  they  formerly  were 
in  the  golden  days  of  suspension,)  are  principally  derived 
from  her  strictly  banking  business,  and  not  from  her  issue 
of  paper  money.  The  benefit  accruing  from  the  latter, 
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taken  by  itself,  and  after  a  correct  profit  and  loss  account 
had  been  struck,  I  fear  would  excite  the  compassion  rather 
than  the  invectives  of  those  around  you  ;  whom  I  well 
know  to  be  just  and  generous,  though  they  may  be  severe, 
judges.  The  Governor  of  the  Bank  might  speak  through 
the  voice  of  Mr.  Brooks,  and  rejoice  with  him  that  he  had 
known  better  days,  and  still  hoped  for  the  return  of  them. 
May  they  neither  of  them  be  disappointed  !  It  is  a  long 
lane  that  has  no  turning. 

Having  made  these  remarks  upon  the  causes  assigned 
by  you  for  the  mismanagement  of  the  circulation  by  the 
Bank,  it  is  but  fair  that  I  should  submit  my  suggestions 
to  your  criticism ;  in  doing  so  I  trust  I  shall  not  be 
deemed  guilty  of  presumption.  With  this  deprecatory 
remark,  I  will  at  once  ask  you  to  consider,  to  what  extent 
the  Bank  is  interrupted  in  the  course  of  her  duty  as 
manager  of  the  circulation.  1.  By  the  necessity  of  ad- 
vancing whatever  the  Government  may  require  for  the 
payment  of  the  quarterly  dividends,  without  reference  to 
the  state  of  the  bullion.  2.  By  her  connection  with  trade 
and  commerce,  and  the  obligation  arising  out  of  it,  to  sup- 
port public  and  private  credit  in  case  of  need ;  this  support 
being  always  most  required  at  a  time  when  the  decrease  of 
bullion  renders  her  least  able  to  afford  it.  3.  By  the  com- 
peting action  of  rival  issuers,  over  whose  proceedings  she 
has  not  the  power  of  exerting  an  immediate  control ;  and 
who  have  in  many  instances  acted  in  direct  opposition  to 
her  advice  and  example.  4.  By  the  erroneous  views  and 
the  unreasonable  expectations  entertained  by  the  public; 
who  often  expect  the  Bank  to  effect  that,  which  can  be 
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effected  only  through  a  mismanagement  of  the  circula- 
tion; and  exclaim  against  those  measures,  which  a  due 
regard  to  her  duty  in  managing  the  circulation  dictates. 
Here  is  ample  field  for  interesting  discussion,  over 
which,  did  time  and  other  less  agreeable  avocations  per- 
mit, I  would  gladly  ramble  with  you.  I  am  sure,  how- 
ever, that  they  will  not  be  rejected  by  you  unexamined, 
nor  be  condemned  without  a  full  and  impartial  trial. 
Summon  a  jury  de  circumstantibus ;  good  men  and  true 
they  are  sure  to  be,  if  chosen  from  the  manufacturers  and 
merchants  of  Manchester.  I  waive  the  privilege  of  chal- 
lenge, and  at  once  go  to  issue.  I  do  not  demand  an  un- 
qualified acquittal ;  I  admit  some  awkward  circumstances 
in  the  case  of  the  Bank,  and  some  evidence  of  a  subordi- 
nate degree  of  delinquency.  But  I  plead  that  my  client 
is  an  accessory  after  the  fact  and  not  a  principal ;  that  he 
has  been  misled  by  others,  and  especially  by  a  false  tone  of 
public  morals  on  this  point ;  that  he  endeavoured  to  re- 
strain his  associates,  but  without  effect;  that  he  is  the 
victim  of  bad  education,  bad  influences,  bad  associates ; 
that  he  has  never  acted  with  a  guilty  intention,  nor  for 
corrupt  purposes.  On  these  grounds  I  ask  for  a  miti- 
gated sentence,  a  strong  recommendation  to  mercy,  a 
declaration  that  he  is  not  unfit  to  be  restored  to  his 
friends  and  to  society.  And  I  further  contend  that  capital 
punishment  is  not  appropriate  to  the  case ;  but  that  by  a 
judicious  course  of  treatment,  by  separating  him  from  the 
pernicious  influence  of  some  of  his  associates,  and  making 
some  necessary  changes  in  his  usual  course  and  habits  of 
life,  his  evil  tendencies  may  be  effectually  checked,  and 
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he  may  still  be  rendered  a  very  useful  member  of 
society  ! 

Separate  the  management  of  the  circulation,  that  is, 
in  other  words,  the  power  of  creating  money,  from  bank- 
ing business ;  vest  that  power  exclusively  in  one  body ; 
make  all  its  measures  in  that  capacity  perfectly  public ; 
let  not  the  borrowers  of  money,  Government  and  Com- 
merce, approach  with  their  dangerous  and  seductive 
influences,  the  creator  of  money ;  but  send  them,  where 
their  applications  ought  always  to  be  made,  to  the  sub- 
ordinate distributors  of  it.  Let  the  manager  of  the 
circulation  be  raised  above  all  reach  upon  a  solid  throne  of 
Gold ;  and  let  him  once  for  all  drop  his  superfluous  means 
into  the  public  treasury,  and  thenceforth  remain,  like  the 
Sun  in  our  system,  by  one  never-varying  influence,  regu- 
lating, controlling,  invigorating  everything  around  him^ 
but  himself  influenced  or  moved  by  none. 

Perhaps,  after  all,  as  is  the  case  in  a  large  portion  of 
the  disputes  which  arise,  no  great  difference  of  opinion 
exists  between  us.  Misunderstanding  of  each  other's 
meaning  is  far  more  common  than  a  real  opposition  of 
judgment.  I  shall  rejoice  if  such  is  the  case  in  the 
present  instance.  Of  this,  at  all  events,  I  am  confident ; 
the  difference,  if  such  there  be,  is  as  to  the  means,  and  not 
as  to  the  end.  The  welfare  of  our  common  country,  and 
as  intimately  identified  with  it,  the  steady  and  growing 
prosperity  of  the  trade  of  Manchester,  must  be  near  to  the 
heart  of  both  of  us.  Who  can  fail  to  feel  an  interest  in 
that  great  hive  of  industry  ?  that  noble,  though  new-born, 
metropolis  of  trade ;  which  presents  so  splendid  a  concen- 
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tration  of  the  most  ennobling  qualities  of  man ;  honesty, 
industry,  intelligence,    energy,    enterprise,    steadiness   of 
purpose,  freedom  of  thought,  liberality  of  sentiment.     As 
an  Englishman,  I  may  be  proud  of  the  Town  and  Trade 
of  Manchester ;  and  as  an  individual,  I  may  be  bound  to 
them  by  still  stronger  ties  of -personal  respect  and  grati- 
tude.    But  these   considerations  are  not  connected  with 
the  present  discussion ;  and  the  allusion  to  them   springs 
only   from  that   fulness  of  the  heart   out    of   which  the 
tongue   will  speak.      The  prosperity   of   Manchester    is 
another  expression  for  the  well-being  of  England.     When 
that  great  town  and   the  immense  population   dependent 
upon  it,  cease  to  advance  in  prosperity  and  wealth,  the 
star  of  England  has  culminated.     Failing  trade  will  soon 
undermine  the  foundation  on  which  every  other  interest 
rests  ;  our  teeming  population,   deprived  of  employment, 
will  soon  convert  this  fair  and  happy  land  into  a  warren  of 
paupers  ;    nor  can  the  retrograde  movement  stop  even  at 
this  stage  ;  a  dense  population,  maddened  by  disappoint- 
ment, and   rendered  desperate  by  irremediable  want,  will 
soon  fall  into  a  state,  from  the  contemplation  of  which  one 
may  well  turn  away.     Hence  it  is,  that  all  parties,  what- 
ever may  be  their  pursuits,  or  in  whatever  quarter  of  the 
kingdom  they  reside,  watch  your  proceedings  attentively, 
and  that  your  Report  has  attracted  no  ordinary  share  of 
public  attention.     It  is  the  commencement  of  a  discussion 
of  great    importance,   and  from  which  I  trust  the  most 
beneficial  results  will  arise.   Other  persons  will  contribute 
to  the  common  fund  of  information  from  the  abundance  of 
their  acquirements  ;  this  attempt  to  throw  something  in 
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by  a  private  individual,  must  be  accepted,  not  for  its  own 
value,  but  for  the  sake  of  the  feeling  in  which  it  origi- 
nates ;  an  anxious  desire  to  promote  the  cause  of  truth, 
in  a  question  which  is  deemed  to  be  essentially  connected 
with  the  steady  and  durable  prosperity  of  Manchester. 

f  The  meanness  of  these  papers,  and  my  just  distrust 
of  them,  shall  not  keep  me,  by  the  shame  of  doing  so 
little,  from  contributing  my  mite,  where  there  is  no  more 
required  of  me,  than  my  throwing  it  into  the  public 
receptacle.' 

I  have  the  honour  to  be,  Sir,  with  great  respect 
towards  both  yourself,  and  that  body  of  which,  on  the 
present  occasion,  you  are  the  representative, 

Your  faithful  servant, 

SAMUEL  JONES  LOYD. 


London,  9th  January,  1840. 


EFFECTS   OF  THE   ADMINISTRATION 

OF   THE 

BANK  OF  ENGLAND. 


A    SECOND    LETTER 


TO 


J.  B.  SMITH,  ESQ. 


OF    THE 


MANCHESTER  CHAMBER  OF  COMMERCE. 


LONDON. 
1840. 


Even  demonstrated  improvements  should  not  be  suddenly  intro- 
duced, according  to  the  judgment,  caprice,  or  whim  of  the  individual 
writer  ;  but  as  the  fruit  of  enlightened  discussion  operating  slowly 
and  imperceptibly  on  the  convictions  of  the  many.  When  changes 
are  thus  produced,  they  are  produced  not  only  by  a  slow  process,  but 
are  at  length  almost  simultaneously  adopted,  thus  preventing  any 
rude  shock  to  our  associations.  The  old  are  not  destroyed  till  the 
new  are  ready  to  take  their  place. 

EDINBURGH  REVIEW. 


A  LETTER, 

ETC.   ETC. 


SIR, 

1.  I  cordially  welcome  the  spirit  of  candour  and  fair- 
ness evinced  by  you  in  the  discussion  which  has  arisen 
between  us;  were  all  controversies  of  a  similar  nature 
conducted  in  the  same  spirit,  they  would  be  found  a  much 
more  agreeable  occupation  than  they  usually  prove  to  be ; 
and  would  seldom,  if  ever,  fail  to  produce  benefit  to  the 
community,  by  the  dissipation  of  error  and  the  steady 
though  gradual  advance  of  truth.  Impelled  by  this  con- 
sideration, and  influenced  also  in  some  degree  by  the 
great  importance  of  the  subject  at  the  present  moment,  I 
am  induced  to  make  a  few  further  remarks  upon  a  sub- 
ject, which,  under  other  circumstances,  I  should  have 
been  disposed  to  leave  as  it  now  stands,  and  to  await  the 
verdict  of  those  who  are  competent  to  decide  between  us. 

That  we  are  altogether  agreed  is  more  than  I  can 
venture  to  hope,  though  the  difference  of  opinion  between 
us,  I  am  confident,  is  less  in  reality  than  it  is  in  appear- 
ance ;  and  possibly  a  little  further  explanation,  and  an 
increased  attention  to  the  precise  meaning  which  we 
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attach  to  the  expressions  respectively  used  by  us,  may 
reduce  the  field  of  debate  within  very  narrow  bounds; 
and  leave  it  in  the  judgment  of  both  parties,  too  insig- 
nificant to  be  worthy  of  further  contention.  At  all  events 
let  us  make  the  trial. 

2.  In  page  18  of  your  -Reply,  you  state  that  "  The 
Report  makes  no  complaint  of  the  Bank  lending  its  capital ; 
but  of  her  throwing  out  supplies  of  paper-money,  at  low 
rates  of  interest,  which  is  not  capital.  If  the  Bank  con- 
fined itself  to  lending  its  capital  no  mischief  would  ensue 
from  sudden  expansions  and  contractions  of  the  currency  ; 
but  when  the  public  is  tempted  by  low  rates  of  interest, 
to  borrow  paper-money  until  the  currency  becomes  depre- 
ciated^ and  the  Bank  being  called  on  to  pay  her  promises 
in  gold,  is  obliged  suddenly  to  turn  round  upon  her  bor- 
rowers to  repay,  it  is  then  that  the  mischief  of  over-issues, 
sudden  contraction  and  panic,  are  experienced." 

I  presume  that  in  this  passage  the  word  capital  is 
used  by  you,  as  meaning  a  command  of  money  derived 
from  real  capital  in  the  hands  of  the  Bank,  distinguished 
from  that  command  of  money  which  the  Bank  derives 
from  her  power  of  creating  paper  issues.  In  the  capital 
which  you  admit  the  Bank  may  lend,  without  producing 
mischief  from  sudden  expansions  and  contractions  of  the 
currency,  you  include  that  capital  which  is  deposited  in 
her  hands,  and  thus  placed  under  her  legitimate  control 
by  others,  as  well  as  that  which  belongs  altogether  to 
herself;  whilst  you  object  only  to  any  increase  of  her 
power  of  lending,  which  may  be  effected  by  a  capricious 
or  arbitrary  use  of  her  power  of  creating  paper-money 
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*  until  the  currency  becomes  depreciated.'  If  I  am  correct 
in  putting  this  interpretation  upon  your  words,  and  I 
think  they  cannot  reasonably  bear  any  other  interpreta- 
tion, I  at  once  declare  my  adhesion  to  your  doctrine ; 
there  is  no  difference  between  us  on  this  point.  You 
have  stated  the  true  test  by  which  the  conduct  of  the 
Bank  is  to  be  tried ;  and  I  am  ready  to  join  with  you  in 
determining,  by  the  application  of  this  test,  the  extent  to 
which  on  any  occasion  the  Bank  has  departed  from  the 
line  of  duty. 

The  Bank  is  at  liberty  to  employ,  according  to  her 
own  discretion,  that  capital  which  she  possesses,  either 
as  being  originally  her  own  property,  or  as  being  placed 
at  her  disposal  by  others ;  but  the  capital,  or  rather  the 
appearance  of  capital,  which  she  derives  from  her  power 
of  issuing  paper-money,  she  must  lend  only  in  such 
manner  and  upon  such  terms  as  shall  not  produce  exces- 
sive issues. 

This  brings  us  to  the  question — what  constitutes 
excessive  issues  ?  I  understand  by  excessive  issues,  issues 
which  render  the  amount  of  the  paper-circulation  at  any 
moment  greater  than  would  be  the  amount  of  a  metallic 
circulation.  If  this  is  your  meaning,  again  we  are  agreed. 
If  however  this  is  not  your  conception  of  excessive  issues, 
I  must  at  once  call  upon  you  to  state  distinctly  what  is 
your  test  of  improper  or  excessive  issues.  The  whole 
question  in  debate  is  the  propriety  or  impropriety  of  the 
measures  of  the  Bank  and  of  the  Country  Issuers  in 
regulating  the  amount  of  their  issues ;  and  of  course  the 
discussion  can  lead  to  nothing  but  confusion,  unless  we 
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settle  in  the  outset  the  standard  by  which  the  amount  of 
the  issues  ought  to  be  regulated.  What  would  be  thought 
of  a  magistrate  who  should  undertake  to  determine  upon 
a  charge  of  using  false  weights  and  measures,  if  there 
existed  no  recognised  legal  Standard  Pound  or  Yard,  by 
reference  to  which  the  question  could  be  decided  ? 

I  propose  fluctuations  of  the  bullion  as  the  standard 
measure  by  which  to  try  a  paper  currency.  If  this  be 
admitted,  we  can  proceed  with  the  discussion.  If  it  be 
not  admitted,  the  attempt  to  proceed  further  is  useless, 
until  this  question  be  determined.  The  objectors  must  in 
that  case  be  called  upon  to  produce  their  counter-stand- 
ard ;  and  in  doing  so,  they  must  be  required  to  produce 
one  which  is  capable  of  distinct  definition  and  of  equally 
distinct  application ;  otherwise  it  is  no  standard  at  all. 

I  have  indeed  read  publications  upon  this  subject, 
which  assume  that  fluctuations  in  the  rate  of  interest,  or 
in  the  state  of  prices,  or  comparative  depression  or  excite- 
ment in  the  state  of  trade,  are  conclusive  evidences  of  a 
mismanaged  circulation.  I  cannot  however  suppose  that 
tests  so  indefinite,  and  at  the  same  time  so  evidently 
fallacious  and  inapplicable,  will  be  relied  upon  by  so 
intelligent  a  body  as  that  over  which  you  preside.  Such 
fluctuations  would  assuredly  occur  with  a  metallic  cur- 
rency— no  regulation  of  a  paper-currency,  however  strict 
and  consistent  with  principle,  can  possibly  prevent  them  — 
and  the  power  of  forcibly  controlling  them  can  never  be 
safely  entrusted  to  the  unrestrained  discretion  of  any 
single  body  or  of  any  limited  class  of  individuals.  The 
free  competition  of  the  community  at  large  is  the  only 
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security  which  can  be  safely  relied  upon  for  the  due 
regulation  of  these  matters;  and  the  influence  which  fluc- 
tuations of  the  paper-issues  must  necessarily  exert  upon 
them,  constitutes  the  strongest  reason  for  subjecting  the 
management  of  those  issues  to  regulations  so  distinct  and 
imperative  as  almost  to  preclude  the  exercise  of  individual 
discretion. 

A  paper-circulation  is  the  substitution  of  paper,  with 
the  view  to  economy  and  convenience,  in  the  place  of  the 
precious  metals.  The  amount  of  it  ought  therefore  to  be 
equal  to  what  would  have  been  the  amount  of  a  metallic 
circulation ;  and  of  this  the  best  measure  is  the  influx  or 
efflux  of  bullion.  On  this  ground  I  must  assume  that 
fluctuations  of  the  bullion  constitute  the  correct  standard 
by  which  to  measure  a  paper-currency.  With  those  who 
contend  that  a  paper  currency  ought  to  be  so  regulated 
as  to  perform  other  functions  than  those  which  a  metallic 
currency  would  perform,  I  will  not  now  stop  to  dispute. 
It  is  entirely  a  separate  question  ;  and  before  the  oppo- 
nents of  this  doctrine  are  called  upon  to  come  forward, 
the  advocates  of  it  must  distinctly  expound  their  system 
and  the  principles  upon  which  it  rests.  They  must 
explain  in  detail  the  rules  by  which  the  paper-issues 
upon  their  proposed  system  are  to  be  regulated;  and 
they  must  set  forth  the  advantages,  not  attainable  under 
any  other  system,  which  they  expect  to  secure,  and  the 
process  by  which  this  end  is  to  be  reached. 

At  present  it  is  sufficient  to  observe,  that  the  Legis- 
lature, so  far  as  its  intention  can  be  inferred  from  the 
reports  of  its  committees  or  the  language  of  its  Acts,  has 
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not  contemplated  providing  for  the  country  a  paper- 
currency  which  shall  do  more  than  act  as  a  cheap  and 
convenient  substitute  for  metallic  money ;  neither  does 
the  Bank  pretend  to  do  more  than  cooperate  in  the 
accomplishment  of  this  limited  and  definite  result. 

We  are  bound,  therefore,  in  justice  to  try  the  Bank 
by  this  rule,  and  to  condemn  her  measures  only  when  she 
has  failed  to  do  that  which  was  required  of  her  to  make 
the  paper-circulation  act  as  a  metallic  currency  would 
have  acted ;  in  other  words,  when  the  amount  of  her 
circulation  has  failed  to  fluctuate  in  correspondence  with 
the  amount  of  the  bullion. 

3.  You  advert  in  the  early  part  of  your  Reply  to  the 
statement,  with  which  the  report  of  the  Chamber  of 
Commerce  opens,  that,  "Down  to  the  end  of  1835  all 
branches  of  trade  and  manufactures  were  in  a  state  of 
prosperity,  which  they  had  continued  almost  without 
interruption  to  enjoy  for  several  years ;"  and  subse- 
quently, the  pressure  which  occurred  in  1837  and  again 
in  1839  is  attributed  by  you  to  improper  issues  by  the 
Bank,  in  the  years  1835  and  1838.  I  agree  with  you 
that  "  it  will  be  necessary  to  see  how  far  this  statement 
is  warranted." 

First.  What  were  the  circumstances  which  accom- 
panied this  period  of  prosperity  during  several  years  down 
to  the  end  of  1835?  I  will  describe  them,  not  in  my 
own  words,  but  in  those  of  a  writer  entitled  to  every 
attention  on  such  a  subject.  Mr.  Samson  Ricardo,  in  his 
pamphlet  published  in  1837,  states,  "  At  the  beginning  of 
1834  money  became  very  abundant,  and  the  price  of  the 
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English  funds  improving,  the  speculative  action  exhibited 
itself,"  (p.  9).  "From  December  1833  to  May  1835 
there  is  an  increase  in  the  circulation,  notwithstanding 
that  the  bullion  diminished  to  the  extent  of  £3,750,000," 
(p.  15,)  ((  the  low  rates  of  interest  and  high  price  of  the 
English  funds  commencing  in  the  early  part  of  1834, 
and  doubtless  engendered  by  a  redundant  circulation," 
(p.  16). 

We  thus  find  that,  during  the  period  selected  by  you 
as  remarkable  for  steady  prosperity,  there  was  f  money 
very  abundant,'  f  low  rate  of  interest,'  '  speculative  action,' 
increase  of  circulation  with  decrease  of  bullion,  even  a 
'redundant  currency,'  all  the  circumstances  which  are 
considered  throughout  the  Report  as  the  certain  and 
immediate  causes  of  violent  fluctuations  in  trade. 

Second.  This  state  of  prosperity  was,  however,  broken 
up,  according  to  the  Report  which  you  undertake  to 
defend,  *  by  the  Bank  of  England  throwing  out  a  large 
amount  of  money  at  a  low  rate  of  interest  in  the  course 
of  the  year  1835.' 

You  will  find  by  the  published  returns,  that  the 
average  circulation  of  the  Bank  during  the  year  1835, 
was  less  than  the  average  amount  during  either  the  year 
1834  or  1833  ;  and  that  during  1835,  the  Bank,  so  far 
from  throwing  out  a  large  amount  of  money,  materially 
diminished  her  issues.  What  says  Mr.  Kicardo  again  on 
this  point?  "From  September  1835  to  January  1836 
there  is  a  progressive  diminution  in  the  circulation,  a  rise 
in  the  exchanges,  and  an  increase  in  the  stock  of  bullion," 
(p.  18). 
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Third.  In  the  year  1838,  the  increase  of  the  circula- 
tion, comparing  the  end  pf  that  year  with  the  beginning, 
was  in  accordance  with  a  corresponding  increase  of  the 
bullion. 

Fourth.  Upon  turning  to  the  Country  Issues,  we 
find  that  during  each  of  t|iese  years  they  were  largely 
increased ;  a  very  striking  fact,  which  it  is  impossible  to 
overlook  in  any  inquiry  which  may  be  instituted  into  the 
causes  of  the  commercial  pressure  of  the  years  1837  and 
1839,  or  into  the  mismanagement  of  the  circulation  from 
1835  to  the  present  time. 

But  you  contend  that  the  misconduct  of  the  Bank 
during  the  year  1835,  notwithstanding  the  absolute  re- 
duction of  the  amount  of  her  circulation  during  that 
time,  is  evidenced  by  her  "  throwing  a  large  amount  of 
money  into  the  market,  and  at  a  low  rate  of  interest" 
(p.  6);  and  also  by  the  great  increase  in  the  amount  of 
her  securities  between  June  1835  and  January  1836 
(p.  8). 

A  few  words  upon  each  of  these  points. 

The  large  amount  of  money  thrown  into  the  market  by 
the  Bank  was  derived  from  largely  increased  deposits  in 
her  hands  by  the  East  India  Company  and  by  the  pay- 
ments on  account  of  the  West  India  Loan.  It  is  not 
necessary  to  go  into  the  history  of  these  transactions ;  it 
was  notorious  at  the  time,  and  must  still  be  in  the  recol- 
lection of  the  public.  The  explanation  given  upon  this 
point  by  Mr.  Horsley  Palmer,  in  his  pamphlet  on  the 
Causes  and  Consequences  of  the  Pressure  upon  the 
Money-Market,  (p.  13,  14)  is  very  clear,  and  must,  I 


A    SECOND    LETTER   TO    J.    B.    SMITH,   ESQ.  195 

think,  prove  satisfactory  to  every  dispassionate  reader. 
(See  Appendix.)  The  regular  «and  ordinary  course  of 
action  by  the  Bank  had  been  founded  upon  an  amount  of 
deposits  averaging  perhaps  twelve  millions.  Can  it  be 
seriously  urged,  that  when  this  amount  was  increased  to 
eighteen  or  nineteen  millions  by  a  casual  and  unforeseen 
occurrence,  no  part  of  this  sum  ought  to  have  been  lent 
out  again  to  the  public  ?  The  sum  paid  in  to  the  Bank 
on  account  of  the  West  India  Loan  at  one  period  bore  a 
large  proportion  to  the  whole  amount  of  the  Bank  of 
England  circulation.  Had  the  Bank  retained  in  her 
hands,  instead  of  again  employing,  the  money  which  thus 
flowed  in  to  her,  she  would  by  so  doing  have  contracted 
the  circulation  in  a  most  unwarrantable  manner,  and 
have  neglected  the  just  interests  both  of  the  public  and  of 
her  proprietors.  The  bullion  did  not  diminish  during 
1835,  and  therefore  there  was  no  obligation  to  contract 
the  circulation.  The  money  which  came  into  the  hands 
of  the  Bank  by  the  increase  of  deposits,  she  was  bound, 
upon  every  principle  of  sound  banking  and  of  correct 
management  of  the  circulation,  to  re-issue.  That  she  did 
not  exceed,  but  rather  fell  short  of  this  duty,  is  shown  by 
the  decrease  of  the  amount  of  the  circulation  during  the 
year  in  question,  unaccompanied  by  any  corresponding 
decrease  in  the  amount  of  the  bullion.  Had  the  re-issues 
not  been  made  in  the  form  of  loans,  they  must  have  been 
made  upon  discounts,  and  the  great  temporary  increase  in 
the  amount  of  these  would  probably  have  produced  a 
much  greater  degree  of  disturbance  in  the  Money-market, 
and  of  consequent  inconvenience  to  the  public. 

o  2 
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The  low  rate  of  interest  at  which  the  advances  were 
made  was  that  current  out  of  doors  at  the  time ;  and  it 
ought  not  to  be  objected  to,  since  we  find  that  even  when 
made  at  that  rate  the  issues  were  not  carried  to  excess. 
This  fact  affords  a  proof  that  had  the  Bank  attempted  to 
obtain  a  higher  rate  of  interest,  she  would  have  found  it 
impossible  to  maintain  her  circulation  at  its  proper 
amount. 

How  far  this  low  rate  of  interest  during  the  latter 
part  of  1835,  from  August,  1835,  to  February,  1836,  the 
period  pointedly  adverted  to  by  you  (p.  7),  resulted  from 
the  expansion  of  the  Country  Issuers  during  this  period, 
is  a  question  deserving  the  most  serious  investigation  ; 
and  I  regret  much  that  a  larger  portion  of  that  "  great 
consideration  and  care,"  with  which  the  Report  was 
drawn  up,  was  not  devoted  to  this  very  important  branch 
of  the  subject. 

The  Country  Issues  were — 

in  Sept.  1835,  £10,420,000 
in  June,  1836,    12,202,000 

Increase £  1,782,000 

Whilst  the  Issues  of  the  Bank  of  England  were — 

in  Sept.  1835,  £18,240,000 
in  June,  1836,     17,899,000 


Decrease £    341,000 

Surely,  a  Report  which  professes  to  investigate  the 
mismanagement  of  the  circulation  during  the  year  1835 
and  the  commencement  of  1836,  and,  omitting  all  refer- 
ence to  this  fact,  charges  the  Bank  of  England  as  the 
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exclusively  guilty  party,  must  be  admitted  to  "  lose  sight 
of  the  strict  rule  of  justice  in  the  statement  of  facts  and 
in  the  deductions  drawn  from  them." 

You  observe  (p.  11)  that  "  no  cause  has  been  set  up 
by  the  Bank  to  account  for  the  sudden  check  to  prosperity 
in  1837,  but  the  necessity  under  which  she  laboured  for 
rapidly  contracting  her  loans  and  circulation,  and  thus 
counteracting  the  effects  of  the  previous  expansion." 

It  is  not  difficult  to  assign  the  causes  which  you  here 
require.  1.  The  spirit  of  speculation  engendered  by  the 
previous  period  of  prolonged  prosperity  alluded  to  in  your 
letter,  and  the  consequent  negotiation  in  this  country  of 
an  unusual  amount  of  foreign  securities.  2.  The  peculiar 
condition  of  monetary  affairs  in  the  United  States,  arising 
principally  out  of  the  effort  of  President  Jackson  to 
increase  the  proportion  of  specie  to  paper  circulation  in 
that  country.  3.  The  great  increase  in  the  amount  of 
country  issues  between  September  1835  and  June  1836. 
To  these  circumstances  the  pressure  of  1837  is  attribut- 
able ;  the  process,  no  doubt,  through  which  the  ultimate 
effect  was  brought  about,  was  first  an  adverse  effect  upon 
the  state  of  the  exchanges,  and  thence  a  necessity  for 
contracting  the  circulation.  But  the  Bank  is  in  no 
respect  answerable  for  those  occurrences;  and  it  is  as 
unreasonable  to  blame  her  on  this  score,  as  it  would  be 
to  lay  to  her  charge  the  effects  of  storms  by  sea  or  bad 
harvests  on  land. 

You  further  object  to  the  increase  in  the  amount  of 
the  Securities  between  June  1835  and  January  1836  (p.  8). 

This  increase  of  the  Securities  was  the  natural  and 
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legitimate  result  of  a  corresponding  increase  in  the  amount 
of  the  Deposits.  An  increase  of  securities,  effected  by  an 
undue  increase  in  the  amount  of  the  circulation,  would  be 
indefensible ;  but  this  was  not  the  case  in  the  period  now 
under  our  consideration. 
The  circulation  was — 

in  June,  1835,  £18,460,000 
in  Jan.     1836,     17,262,000 

Decrease £  1,198,000 

An  increase  of  securities,  not  connected  with  any  increase 
of  the  circulation,  but  arising  exclusively  from  an  increase 
of  deposits,  is  strictly  legitimate  banking  business.  Indeed 
it  is  difficult  to  say  what  would  have  been  thought  of  the 
conduct  of  the  Bank,  or  what  would  have  been  its  per- 
nicious effects  upon  the  state  of  the  circulation,  if,  with 
increasing  deposits,  she  had  not  increased  her  securities. 
The  rule  of  keeping  a  fixed  amount  of  securities,  it  is 
true,  has  been  suggested  by  the  Bank  herself  for  her 
guidance,  but  the  folly  has  consisted  entirely  in  the  sug- 
gestion of  such  a  rule,  and  not  in  the  departure  from  it. 

An  increase  of  securities  may  arise,  either  from  an 
increased  amount  of  deposits,  or  from  an  increased  amount 
of  paper-issues  put  out  by  the  Bank.  If  it  arises  from  an 
increased  amount  of  deposits,  no  reasonable  objection  can 
be  made  to  it ;  as  it  would  evidently  be  absurd  on  the 
part  of  the  Bank,  and  pernicious  to  the  public  interest,  to 
retain  all  increased  amount  of  deposits  in  an  unemployed 
state.  The  effect  of  such  a  course  would  be  an  unneces- 
sary sacrifice  of  fair  profit  by  the  Bank,  and  an  improper 
detention  in  the  hands  of  the  Bank  of  notes  which  ought  to 
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be  in  circulation.  Every  other  banker  would  increase  his 
investment  in  securities  with  an  increase  of  his  deposits, 
and  there  can  be  no  just  ground  to  object  to  the  same 
course  on  the  part  of  the  Bank.  If,  on  the  other  hand, 
the  increase  of  securities  arises  from  an  increase  of  the 
amount  of  paper-money,  this  will  appear  in  an  increased 
amount  of  Circulation  in  the  periodical  return;  which 
increase  of  Circulation  will  be  defensible  or  not,  according 
to  the  corresponding  state  of  the  bullion. 

An  attention  to  this  distinction  may  enable  us  to 
determine,  how  far  an  increase  of  securities  is  connected 
with,  or  affords  any  indication  respecting,  the  state  of  the 
circulation.  It  is  perfectly  clear  that  the  deposits  in  the 
Bank  may  be  increased  by  a  transference  to  it  of  deposits 
previously  placed  with  other  parties;  this  may  very 
properly  lead  to  a  corresponding  increase  of  securities, 
and  this  increase  of  securities  will  afford  no  indication 
whatever  of  any  increase  in  the  amount  of  the  circulation. 
It  is  a  banking  transaction  unconnected  with  the  circula- 
tion. The  increase  of  the  securities  becomes  a  sign  of  an 
altered  state  of  the  circulation,  only  when  such  increase 
is  produced  by  an  additional  issue  of  notes ;  and  in  that 
case,  the  altered  state  of  the  circulation  is  best  shown  by 
the  increased  amount  of  circulation  which  will  appear  in 
the  official  return. 

A  curious  question  has  been  raised  respecting  the 
Deposits ;  some  persons  .contending,  that  these  are  to  all 
intents  and  purposes  a  part  of  the  circulation,  because 
they  may  be  drawn  out  by  the  depositors  at  will,  who 
thus  have  at  their  command  a  corresponding  amount  of 
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Bank-notes.  The  confusion,  which  exists  on  this  point, 
arises  from  the  unfortunate  union  in  the  same  parties  of 
the  functions  of  banking  and  of  issue.  Deposits,  in  the 
hands  of  a  non-issuing  banker,  will  not,  I  presume,  be 
deemed  to  constitute  part  of  the  circulation ;  because  the 
increase  or  decrease  of  these  .deposits  cannot  in  any  way 
affect  the  amount  of  paper-money  actually  afloat.  The 
case  is,  however,  different,  with  respect  to  deposits  in  the 
hands  of  an  issuing  banker ;  he  has  the  power  to  meet  the 
demand  of  his  depositors,  by  increasing  improperly  the 
amount  of  his  paper-issues ;  instead  of  realizing  his  secu- 
rities, and  thus  possessing  himself  of  an  amount  of  the 
paper-money  previously  afloat,  sufficient  to  discharge  the 
demand  arising  from  his  depositors.  When  the  issuing 
banker  adopts  this  course,  he  abuses  his  issuing  power ; 
and  there  can  be  no  doubt  that  a  strong  temptation  to 
resort  to  this  abuse  arises  from  the  union  of  banking 
functions  with  the  issuing  power.  It  constitutes  a  very 
formidable,  if  not  a  fatal,  objection  to  such  union  ;  and  of 
the  force  of  this  objection  no  person  can  express  his  con- 
viction more  strongly  than  I  have  done.  Still,  we  must 
not  suffer  our  attention  to  be  diverted  from  this  important 
consideration,  upon  which  indeed  the  whole  question 
depends,  viz.  that  the  Circulation  is  affected  by  the 
Deposits,  only  when  the  issuing  banker,  confounding  his 
two  functions,  resorts  to  an  abusive  exercise  of  his  issuing 
power,  for  the  purpose  of  satisfying  the  demands  of  his 
deposit  business.  So  long  as  he  conducts  his  business 
upon  proper  principles,  and  realises  securities  to  enable 
him  to  meet  the  demands  of  depositors,  the  circulation 
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remains  unaffected.  The  deposits,  and  indeed  all  debts 
owing  by  an  issuing  banker,  whether  such  as  are  tech- 
nically called  deposits  or  others,  may  be  discharged  on 
his  part  by  a  creation  of  paper-money  for  the  purpose ; 
but  they  are  not  on  that  account  to  be  considered  as  part 
of  the  circulation,  so  long  as  they  remain  in  the  form  of 
debts  owing;  and  they  never  will  become  the  cause  of  an 
increase  of  the  circulation,  if  the  banker  does  not  depart 
from  all  proper  principle  in  the  conduct  of  his  business. 
Deposits,  debts  owing,  indeed  Credit  in  any  form,  may  be 
made  the  means  of  purchasing  and  paying,  of  adjusting 
transactions ;  and  they  may  therefore,  in  one  sense,  be 
considered  as  forming  a  part  of  what  has  been  called 
"  Auxiliary  Currency."  But  the  whole  superstructure 
of  "  Auxiliary  Currency"  forms  a  subject,  distinct  from 
that  of  the  management  of  the  circulation.  It  may  be 
raised  equally  upon  a  metallic  or  a  paper  circulation,  and 
the  fluctuations  which  it  may  undergo,  are  subject  to  laws, 
distinct  from  those  which  ought  to  regulate  the  sub- 
stitution of  paper  for  metallic  money.  The  question  is 
eminently  a  verbal  and  not  a  real  question.  It  arises 
from  the  use  of  the  same  word  (circulation)  in  a  different 
sense  by  different  parties;  and  it  is  to  be  solved  by  a 
strict  definition  of  the  terms  used,  rather  than  by  a  long 
argument  conducted  in  terms  of  ambiguous  meaning. 

The  practical  conclusion,  however,  to  be  deduced  from 
this  discussion,  is  clear;  the  necessity,  namely,  of  sepa- 
rating effectually,  and  for  ever,  the  power  of  issuing 
from  that  of  deposit  and  every  other  branch  of  banking 
business. 
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4.  We  will  now  quit  the  years  1835  and  1836,  and 
pass  on  to  the  further  topics  alluded  to  by  you. 

You  ask  (p.  9.)  what  is  meant  by  "  the  management 
of  the  currency."  "  Is  it  the  putting  out  large  quantities 
of  paper-money  at  one  time,  and  suddenly  taking  it  in 
again  at  another,  according  to  the  practice  of  the  Bank  of 
England?" 

To  this  I  reply — management  of  the  currency  means 
regulating  the  fluctuations  of  the  paper  issues  by  the  fluc- 
tuations of  the  bullion;  and  ^management  consists 
either  in  putting  out  large  quantities  of  paper-money  and 
rapidly  calling  them  in  again,  when  there  is  no  corre- 
sponding increase  or  diminution  of  the  bullion;  or  in 
taking  in  large  quantities  of  bullion,  and  not  putting  forth 
notes  against  it.  By  this  rule  I  contend  that  all  issuers 
of  paper-money,  whether  Bank  of  England  or  Country 
Issuers,  ought  to  be  judged,  and  that  their  measures  must 
in  every  instance  be  condemned  or  approved,  in  proportion 
as  they  conform  to  or  violate  it. 

5.  In  the  following  page  (10)  you  touch  upon  a  sub- 
ject of  some  difficulty — the  effect  of  fluctuations  in  the 
amount  of  the  circulation  upon  prices ;    and  you  bring 
into  contrast,  as  apparently  inconsistent  with  each  other, 
my  expression,  "  that  expansions  and  contractions  of  the 
currency    are    seldom,   if    ever,    the    exciting   cause    of 
fluctuation  in  prices    and  in    the    state  of    trade,"    and 
the  statement  made  by  me  in    another  place,  "  that   a 
reduction   of   circulation    must   tend    to    lower    prices," 
and  again,  "  that  if  the  currency  be  in  excess,  prices  of 
all   articles   are    affected    in    a    corresponding    degree." 
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Upon  this  point    some   further    explanation    is    without 
doubt  requisite. 

The  effect  which  may  be  produced  upon  prices  by  fluc- 
tuations in  the  amount  of  the  circulation  is  one  of  time 
and  degree.  A  change  in  the  amount  of  the  circulation 
must  always  have  a  tendency  to  produce  a  corresponding 
effect  upon  prices ;  and  if  the  change  in  the  amount  of  the 
circulation  be  maintained  for  any  length  of  time,  the  effect 
upon  prices,  I  conceive,  will  be  inevitable.  But  the 
rapidity  with  which  this  effect  will  be  produced,  and  the 
extent  to  which  it  will  go,  is  in  no  inconsiderable  degree 
dependent  upon  other  circumstances  than  the  simple 
change  in  the  amount  of  the  circulation.  If  the 
change  take  place  simultaneously,  and  act  in  the  same 
direction,  with  a  tendency,  originating  in  other  circum- 
stances, to  a  rise  or  fall  of  prices,  it  will  both  accelerate 
and  intensify  this  result ;  but  if  the  change  be  unaccom- 
panied by,  or  if  it  be  in  opposition  to,  such  tendency,  in 
that  case  the  effects  of  such  change  will  be  very  seriously 
counteracted,  and  they  may  remain  for  some  time  alto- 
gether imperceptible.  Hence  it  is  not  unnatural  that, 
according  to  the  nature  of  the  case  which  we  are  dis- 
cussing, an  apparent  difference  of  view  on  this  subject 
should  betray  itself.  When  we  are  speaking  of  tendencies 
which  depend  upon  the  principles  of  the  subject,  or  of 
effects  to  be  produced  ultimately,  we  cannot  doubt  the 
important  effect  of  fluctuations  in  the  circulation  upon 
those  prices;  but  when  we  are  speaking  of  practical 
effects,  supposed  to  be  produced  within  very  limited 
periods,  our  view  of  the  subject  may  reasonably  assume  a 
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different  form;  and  we  may  entertain  serious  doubts, 
whether  fluctuations  of  prices  may  not  be  too  hastily 
assigned  to  fluctuations  in  the  circulation,  as  their  certain 
and  exclusive  cause.  Speaking  practically,  I  am  inclined 
to  think  that  fluctuations  in  prices  will  in  most  cases  be 
found  to  originate  in  some . predisposing  circumstances; 
and  that  fluctuations  in  the  circulation  act  "as  a  sub- 
ordinate agent,"  increasing  or  diminishing  the  force  of 
those  predisposing  circumstances,  and  accelerating  or 
retarding  the  rapidity  of  their  action. 

A  just  appreciation  of  this  subject  on  the  part  of  the 
public  is  a  matter  of  great  importance  ;  it  is  easy  to  dwell 
upon  the  considerations  which  affect  only  one  side  of  a 
question,  and  by  an  insensible  exaggeration  of  these,  and 
an  omission  of  that  attention  which  is  due  to  facts  of  an 
opposite  tendency,  extreme  opinions  are  readily  arrived  at. 
The  gradual  acquisition  of  sound  knowledge  is  generally 
characterised,  in  its  first  stage,  by  a  proneness  to  bold  and 
hasty  conclusions ;  further  consideration,  however,  induces 
greater  caution,  and  establishes  the  necessity  of  qualify- 
ing and  correcting  the  impressions  of  an  earlier  period. 
The  time  has  not  yet  passed  out  of  our  recollection,  when 
the  fluctuations  in  our  paper  issues  were  little  adverted 
to  by  the  public  at  large,  and  few  persons  thought  of  look- 
ing to  them,  as  in  any  way  connected  with  or  influencing 
the  disturbances  to  which  their  trading  operations  were 
continually  subjected.  The  dissipation  of  this  error  has 
been  followed  by  a  strong  tendency  to  extreme  opinions 
on  the  opposite  side.  The  doctrine  that  the  general  level 
of  prices  is  determined  by  the  value  of  the  circulation  in 
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which  those  prices  are  measured,  and  that  such  value  is 
liable  to  be  affected  by  fluctuations  in  the  amount  of  the 
paper  issues,  is  now  well  established ;  and  in  the  first 
general  recognition  of  this  principle,  it  is  not  unnatural 
that  a  tendency  should  arise  to  conclude,  with  too  much 
haste  and  want  of  discrimination,  that  fluctuations  in  the 
amount  of  the  circulation  are  the  immediate  and  only 
cause  of  all  fluctuations  which  may  occur  in  prices,  and  of 
every  variation  in  the  state  and  condition  of  trade.  It  is 
necessary,  however,  in  making  a  practical  application  of 
the  principle  in  question,  to  take  great  care  to  examine  all 
the  disturbing  circumstances,  and  to  make  due  allowance 
for  the  friction  and  resistance  which  these  will  offer  to  the 
pure  development  of  the  results  which  might  otherwise  be 
anticipated.  Time  is  a  great  ingredient  in  all  such  ques- 
tions. That  may  be  a  certain  result  of  a  given  principle 
in  the  long  run  and  ultimately,  which  will  by  no  means 
appear  in  the  first  instance  or  within  a  short  period. 
Other  circumstances  and  causes  may  concur,  or  may  con- 
flict, with  the  principle  in  question ;  and  the  effects  attri- 
butable to  these,  must  be  clearly  distinguished  and 
separated,  before  the  effect  of  the  principle  can  be  ac- 
curately measured  or  determined. 

An  insufficient  attention  to  the  considerations  I  have 
stated,  seems  to  have  generated  a  disposition  to  over- 
estimate the  immediate  effect  upon  prices  produced  by 
fluctuations  in  the  circulation ;  and  hence  a  too  ready 
reference  of  every  disaster  in  trade  to  this  supposed  cause. 
I  believe  it  would  be  difficult*  to  point  out  any  period, 
characterised  by  a  strong  spirit  of  excitement  and  rise  of 
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prices,  in  which  circumstances  may  not  be  shewn  to  have 
existed,  unconnected  with  the  circulation,  sufficient  to 
account  for  the  origin  of  this  state  of  things;  although 
this  tendency,  under  our  present  system,  is  always  accom- 
panied by  increasing  issues,  which  improperly  foment  the 
existing  spirit. 

The  state  of  the  circulation  in  France,  and  the  course 
of  monetary  excitement  and  depression  in  that  country, 
may  afford  some  useful  instruction  to  us  on  these  points. 
The  paper  issues  of  France  are  very  limited  in  amount, 
and  issued  in  a  manner  not  calculated  to  lead  to  any  impor- 
tant deviation  from  sound  principle.  Probably  the  circu- 
lation of  that  country  undergoes  no  fluctuations  but  such 
as  would  occur  with  a  circulation  exclusively  metallic, 
and  therefore  no  possible  ground  exists  for  attributing  any 
mercantile  or  monetary  derangements  which  may  occur  in 
France  to  mismanagement  of  the  circulation.  Still  we 
know  that  trade  in  that  country  is  subject  to  fluctuations 
of  no  unimportant  magnitude.  There  have  been  periods, 
when  the  condition  of  Lyons  and  its  vast  manufacturing 
population  has  not  differed  materially  from  that  which  you 
have  described  as  the  recent  condition  of  your  immediate 
neighbourhood.  The  phenomena  of  high  excitement  and 
bubble-projects  followed  by  ruinous  prostration  have  been 
experienced  in  the  money-market  of  Paris,  as  well  as  in 
that  of  London.  These  effects  have  been  felt  in  both 
countries;  not  different  in -their  nature,  though  un- 
doubtedly more  extensive  and  intense  in  their  operation 
in  England  than  in  France.  The  cause  of  this  difference 
is  probably  to  be  found  in  two  circumstances;  the  greater 
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extent  to  which  the  credit  system  has  been  carried  in  this 
country,  and  the  more  extensive  use  of  an  ill-regulated 
paper  circulation.  When,  subsequent  to  a  period  of  pros- 
perity, a  reaction  in  trade  occurs,  these  two  circumstances 
tend  to  give  additional  force  to  that  reaction,  and  thus 
afford  an  explanation  of  the  severity  which  characterises 
commercial  pressure  in  this,  as  compared  with  a  similar 
state  of  things  in  other  European  countries.  Still  the 
original  cause  of  the  reaction  must  generally  be  sought  for 
in  other  considerations ;  the  occasional  occurrence  of  such 
reaction  is  common  to  all  countries,  whilst  mismanage- 
ment of  the  circulation  is  peculiar  to  England. 

For  common  results  must  we  not  seek  a  common 
cause  ?  What  is  it  that  disturbs  the  steadiness  of  prices, 
and  occasionally  spreads  misery,  like  a  pestilence,  over 
the  manufacturing  population  of  France  ?  The  causes 
which  I  ventured  to  suggest  in  my  former  letter  are  com- 
mon in  a  greater  or  less  degree  to  all  communities ;  and 
I  submit  that  we  must  look  to  them  as  the  primary  and 
original  sources  of  evils,  which  are  not  limited  to  any  par- 
ticular time  or  country ;  although  England,  as  occupied  by 
a  more  dense  population,  actuated  by  greater  commercial 
enterprise,  dependent  to  a  greater  extent  upon  manufac- 
turing prosperity,  and  resorting  more  extensively  to  the 
use  of  paper  money,  may  feel  their  effects  with  more 
severity  than  her  neighbours.  Mismanagement  of  the 
circulation  may  indeed,  and  I  doubt  not,  does,  aggravate 
those  effects,  and  it  is  on  that  account  a  subject  deserving 
our  serious  attention  ;  but  we  deceive  ourselves  if  we 
anticipate,  by  any  possible  management  of  the  circulation, 
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to  avoid  altogether  fluctuations  of  prices,  and  the  occa- 
sional occurrence  of  that  extensive  distress  which  accom- 
panies depression  of  trade  in  a  highly  manufacturing 
country.  These  evils  are  in  part  only  attributable  to  the 
defects  in  our  system  of  currency,  and  they  can  therefore 
be  but  partially  relieved  by  any  improvement  in  that  sys- 
tem. Danger  to  the  maintenance  of  our  payments  in 
specie,  and  consequently  to  the  solidity  of  our  whole 
monetary  system,  is  an  evil  which  arises  entirely  from  a 
vicious  system  of  paper  issues,  and  which  may  therefore 
be  effectually  obviated  by  a  wise  amendment  of  that 
system. 

These  explanations  afford  an  answer  to  the  question 
put  by  you,  "  Why  complain  of  the  excessive  issues  of 
the  Country  Banks  ?  It  cannot  be  more  dangerous  for 
them  to  put  out  large  issues  of  paper  money  than  for  the 
Bank  of  England  to  do  so."  Excessive  issues  by  the 
Country  Banks  may  produce  more  or  less  effect  upon 
prices,  according  to  the  state  of  other  accompanying  cir- 
cumstances. But  such  issues,  when  made  not  in  accordance 
with  any  accompanying  increase  of  bullion,  or  when  made 
in  opposition  to  a  contraction  of  issue  by  the  Bank  of 
England  necessitated  by  a  previous  diminution  of  bullion, 
must  tend  to  disturb  the  equilibrium  of  the  circulation, 
and,  if  persisted  in  to  any  extent,  may  endanger  our  pay- 
ments in  specie. 

You  object  (p.  11)  to  my  argument  that  the  calami- 
ties of  1837  cannot  be  attributed  to  the  mismanagement 
of  the  Bank  in  1835,  because  "the  circulation  of  the 
Bank  was  considerably  less  at  the  end  of  1835  than  it  was 
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at  the  beginning  of  that  year,  and  that  in  1836  it  was  at 
an  unusually  low  point ;"  and  upon  the  strength  of  my 
own  argument  on  a  former  occasion,  you  contend  that  "  a 
simple  contrast  of  the  state  of  the  circulation  at  any  two 
periods,  selected  with  the  view  of  producing  a  particular 
result,  is  far  from  being  sufficient;  and  that  you  ought  to 
have  before  you  a  detailed  statement,  month  by  month,  for 
the  whole  of  the  intervening  period  of  the  amount  of  the 
circulation  and  of  the  bullion." 

The  detailed  statement  here  required  by  you  is  before 
you.  Look  at  the  published  returns  of  the  circulation 
and  bullion  from  April,  1835,  to  January,  1836,  and  you 
will  observe  a  steady  and  almost  uninterrupted  decrease 
of  circulation,  month  by  month,  through  the  whole  of  this 
period  ;  and  no  decrease  of  bullion. 

Circulation.  Bullion. 

1835.  April    £18,591,000         -  £6,329,000 

May    18,543,000       —     6,197,000 

June  18,460,000    6,150,000 

July  30  18,315,000     6,219,000 

July    18,322,000  6,288,000 

August   18,340,000      6,362,000 

September 18,240,000  6,261,000 

October 17,930,000     6,186,000 

November 17,549,000     6,305,000 

December  17,3-21,000     6,686,000 

1836.  January 17,262,000     7,076,000 

I  am  really  at  a  loss  to  imagine  upon  what  principle  it 
can  be  contended  in  the  face  of  this  account,  that  the 
seeds  of  future  mischief  were  sown  by  the  Bank  of 
England  putting  out  an  improper  amount  of  money 
during  the  year  1835,  and  thus  "  generating  an  inordinate 
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spirit  of  speculation."  If  fluctuations  of  the  bullion  con- 
stitute the  correct  standard  by  which  to  measure  a  paper 
currency,  it  is  impossible  to  convict  the  Bank  of  improper 
expansion  of  her  issues  during  1835;  and  it  was  to  the 
charges  contained  in  the  Report  on  this  point  that  I  had 
reference,  when,  in  my  former  letter,  I  spoke  of  "  mis- 
management sometimes  imputed,  where  it  has  not  really 
existed." 

You  add  (p.  12)  that  you  ought  also  to  have  before 
you  a  detailed  account  of  the  amount  of  the  securities.  I 
have  already  explained  the  reasons  upon  which  I  object  to 
the  amount  of  the  securities  being  taken  as  a  test  of  the 
management  of  the  circulation ;  they  belong  to  the 
banking  rather  than  to  the  currency  department,  and  the 
fluctuations  of  their  amount  must  be  dependent  upon  the 
deposits  which  may  vary  without  any  necessary  connec- 
tion with  the  circulation. 

7.  We  now  come  to  the  period  subsequent  to  the 
harvest  of  1838.  During  the  last  few  months  of  that 
year,  and  more  especially  in  the  early  part  of  1839,  the 
Bank  failed  to  contract  its  issues  in  correspondence  with 
the  marked  diminution  of  the  bullion,  and  no  disposition 
whatever  has  been  evinced  on  my  part  to  stand  between 
the  Bank  and  the  just  censures  which  must  attach  to  this 
omission.  I  have  distinctly  stated,  that  in  my  judgment, 
the  Bank  was  on  this  occasion  guilty  of  undue  delay  in 
commencing  the  contraction  of  her  circulation,  and  of 
insufficient  firmness  in  carrying  it  out.  Thus  far  there  is 
no  difference  of  opinion  between  us.  In  the  course  of 
your  remarks,  however,  upon  the  conduct  of  the  Bank  at 
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this  period,  viz.  November  1838,  and  January  1839, 
there  occurs  a  passage  (p.  13)  which  seems  to  me  to 
indicate  a  great  misconception  of  the  true  nature  of  the 
measures  of  the  Bank  at  the  time,  as  well  as  of  the  evil 
consequences  which  resulted  from  them.  You  observe, 
u  The  additional  supply  of  paper  money  thus  thrown  upon 
the  market,  and  the  consequent  rise  in  the  prices  of  com- 
modities, speedily  produced  the  effects  which,  under  the 
circumstances,  might  have  been  expected,  viz.  a  decline 
in  the  foreign  exchanges  and  an  export  of  bullion." 

The  circulation  of  the  Bank  from  November  1838  to 
January  1839  underwent  a  regular  decrease  in  each  month, 
and  it  has  not  to  the  present  day  ever  reached  or  even 
approached  to  the  amount  at  which  it  stood  in  November 
1838.  The  advances,  therefore,  made  by  the  Bank  in  No- 
vember 1838  and  January  1839  cannot  have  been  the  means 
of  throwing  an  additional  supply  of  paper  money  upon  the 
market;  they  did  not  even  maintain  the  supply  which 
then  existed.  This  being  the  case,  u  the  consequent  rise 
in  the  price  of  commodities"  of  which  you  speak,  if  such 
rise  really  took  place ;  and  also  the  decline  in  the  foreign 
exchanges  and  the  export  of  bullion,  which  undoubtedly 
occurred,  must  be  attributed  to  some  other  cause. 

There  appears  to  be  every  reasonable  ground  for 
believing,  that  the  circulation,  previous  to  the  harvest  of 
1838,  was  in  a  sound  and  satisfactory  state,  and  that  it 
would  in  all  probability  have  continued  so,  if  the  harvest 
of  that  year  had  been  sufficient  for  our  consumption 
without  the  aid  of  foreign  supplies.  The  bullion,  which 
had  been  steadily  increasing  for  a  long  period,  had  reached 
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a  high  amount ;  and  of  the  general  soundness  of  trade  at 
that  time,  probably  the  best  proof  is  afforded  by  the 
extraordinary  firmness  with  which  it  has  sustained  the 
subsequent  pressure.  In  this  state  of  things  a  decided 
failure  of  the  harvest  occurred,  and  a  large  importation  of 
foreign  corn  became  necessary.  A  corresponding  increase 
of  manufactured  exports  could  not  be  expected  to  take 
place  with  the  same  rapidity,  and  therefore  a  considerable 
export  of  bullion  must  occur  to  adjust  the  balance.  It 
would  perhaps  be  too  much  to  say  that  no  other  circum- 
stances tended  to  affect  the  exchanges  at  this  moment ; 
but  there  can  be  little  doubt  of  this  having  been  the  pre- 
dominant and  really  influential  cause.  A  sudden  import  of 
corn,  rendered  necessary  by  the  misfortune  of  the  season, 
and  a  demand  for  gold  as  the  only  means  of  making  an 
immediate  payment  for  it,  at  once  deranged  the  condition 
of  the  circulation,  which  was  otherwise  in  a  correct  state. 
In  this  emergency,  two  courses  were  open  to  the 
Manager  of  the  circulation.  First,  to  effect  a  contraction 
of  the  issues  in  correspondence  with  the  demand  upon  the 
bullion,  and  to  maintain  this  contraction  until  the  drain 
should  cease.  I  need  hardly  say  that  in  accordance  with 
the  principles  for  which  I  contend,  this  is  the  course 
which  I  conceive  ought  to  have  been  pursued.  But 
second,  the  Manager  of  the  circulation  might  consider  the 
drain  upon  the  bullion  as  arising,  not  from  a  general 
excess  in  the  amount  of  the  circulation  and  consequent 
depreciation  of  its  value,  but  from  an  accidental  and 
isolated  circumstance ;  that  the  drain  would  cease  with 
the  cessation  of  the  cause,  and  that  the  gold  required  to 
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pay  for  the  imported  corn  might  be  supplied  from  her 
existing  store ;  without  the  necessity  of  resorting  to  a 
corresponding  contraction  of  the  circulation,  which  must 
produce  inconvenience  and  pressure  to  the  community. 
The  Bank,  I  infer  from  the  character  of  her  measures, 
adopted  this  view  ;  and  hence  arose  the  tardy  and  insuf- 
ficient contraction  of  her  issues.  I  do  not  defend  this 
course ;  it  seems  to  me  inconsistent  with  spund  principle 
and  dangerous  in  its  consequences.  But  it  is  of  great 
importance  that  the  true  character  of  this  course  and  its 
effects  should  be  correctly  understood  ;  and  upon  this 
point  I  apprehend  that  a  real  difference  of  opinion  exists 
between  us. 

The  Bank  did  not  throw  upon  the  market  an  additional 
supply  of  paper  money,  but  she  delayed  to  contract  the 
existing  circulation  with  the  same  rapidity  with  which  the 
gold  went  out.  The  effect  of  this  was,  not  a  consequent 
rise  in  the  price  of  commodities,  but  a  check  to  the  sud- 
denness and  the  extent  of  the  fall  which  would  otherwise 
occur  ;  and  a  consequent  continuance  of  the  drain  of  bul- 
lion, until  the  stock  in  hand  was  all  but  exhausted.  A 
desire  to  protect  the  mercantile  and  trading  community 
from  a  pressure,  originating  not  in  their  own  miscalcula- 
tions, but  almost  entirely  attributable  to  unfortunate 
seasons  and  impolitic  legislation,  induced  the  Bank  to 
adopt  a  course,  which  brought  herself  into  considerable 
embarrassment,  and  endangered  the  convertibility  of  the 
notes.  A  strict  regard  to  principle  compels  us  to  con- 
demn this  course ;  but  in  doing  so,  we  must  not  forget 
that  it  originated,  not  in  any  want,  on  the  part  of  the 
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Bank,  of  the  desire  or  the  power  to  discharge  all  her  just 
duties  towards  the  trade  and  commerce  of  the  country, 
but  in  an  undue  and  dangerous  sympathy  with  their  sup- 
posed interests ;  whilst  the  effects  of  this  course  were,  as 
I  conceive,  not  a  rise  of  prices  and  stimulus  to  trade  and 
speculation,  but  embarrassment  to  the  Bank  and  danger 
to  our  specie-payments.  Hence  in  my  former  letter,  I 
spoke  of  "  mismanagement  attributed  to  those  which  are 
not  the  real  causes  of  it,  and  made  answerable  for  evils 
which  are  not  its  real  consequences." 

You  propose  to  condemn  and  exterminate  the  Bank  as 
a  grasping,  selfish,  and  unsympathising  institution.  I 
derive  from  these  occurrences  a  very  different  lesson,  and 
think  that  they  ought  to  lead  the  Legislature  and  the 
public  to  impress  upon  the  Bank,  the  necessity  of  more 
firmly  resisting  all  solicitations  or  feelings  which  interfere 
with  her  one  duty  of  maintaining  the  convertibility  of 
her  notes.  Good  laws  and  individual  prudence  are  the 
proper  protectors  of  trade  and  commerce.  The  main- 
tenance of  specie  payments  is  the  one  sacred  duty  imposed 
upon  the  Bank.  In  proportion  to  the  overwhelming  im- 
portance of  the  object,  let  the  obligation  be  distinct, 
simple,  and  free  from  all  interfering  motives.  The  stern 
and  iron  virtue  of  former  ages,  which  compelled  the  ad- 
ministrators of  law  to  suspend  every  tender  or  sympathis- 
ing feeling  in  the  enforcement  of  its  severest  edicts,  is 
the  proper  example  for  the  Bank. 

8.  The  next  topic  in  the  order  of  succession  in  your 
Reply  is  the  effect  of  the  Country  Issues  upon  the 
management  of  the  circulation. 
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I  confess,  the  omission  of  this  subject  in  the  Report 
seems  to  me  to  render  that  document  incomplete  and 
unsatisfactory,  and  justly  to  subject  it  to  the  charge  of 
having  founded  its  conclusions  on  "imperfect views"  How 
is  it  possible  to  take  a  comprehensive  view  of  the  manage- 
ment of  the  circulation,  and  of  the  manner  in  which  trade 
and  commerce  are  affected  by  it,  unless  the  power  of  the 
Bank  over  the  Country  Issuers,  and  the  extent  to  which 
they  conform  to  or  oppose  the  action  of  the  Bank,  is 
thoroughly  investigated.  The  management  of  the  circu- 
lation is  commonly  considered  as  vested  in  the  Bank  of 
England ;  at  the  same  time  the  issues  of  the  Bank  do  not 
constitute  more  than  a  moiety  of  the  paper  issues  of  the 
country,  and  over  the  actions  of  the  other  issuers  no 
direct  power  of  control  is  given  to  the  Bank.  Notwith- 
standing this,  the  obligation  of  providing  all  the  specie 
which  may  be  required,  to  satisfy  the  demands  either  of 
internal  drain  or  of  that  which  arises  through  the  ex- 
changes, is  imposed  exclusively  upon  the  Bank.  Is  it 
just,  then,  to  come  to  a  sweeping  condemnation  of  the 
Bank,  without  any  inquiry  into  the  conduct  of  the  other 
issuers;  and  consequently  without  any  means  of  know- 
ing how  far  the  effects  imputed  to  the  measures  of  the 
Bank  are  really  attributable  to  the  counter-action  of  other 
parties  ?  Or  is  it  a  rational  and  philosophical  mode  of 
investigating  a  question,  to  look  only  at  one-half  of  it,  and 
the  parties  connected  with  that  half,  whilst  you  turn  a 
blind  eye  upon  the  other  half?  Can  you  estimate  the 
movement  of  the  Bank  correctly,  whilst  you  pay  no 
attention  to  the  disturbing  forces  to  which  it  is  subjected  ? 
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"  The  object  of  the  Report,"  you  say,  "  was  to  set 
forth  a  plain  and  tangible  statement  of  facts,  showing  the 
causes  which  led  to  the  commercial  embarrassments  of 
1837  and  again  of  1839."  The  conclusion  at  which  the 
Report  arrives  is,  that  these  embarrassments  were  "the 
effects  of  improper  expansions  and  forced  contractions  of 
the  currency."  And  yet  you  state  that  "  it  was  no  part 
of  the  object  of  the  Board  to  inquire  into  the  effects  of 
multiplied  country  issues  upon  the  commercial  and  manu- 
facturing interests  of  the  country ;"  although  it  is  clear, 
upon  the  face  of  the  published  returns,  that  the  country 
issues  expand  and  contract  to  at  least  as  great  an  extent 
as  those  of  the  Bank,  and  that  such  expansion  of  the 
country  issues  took  place  in  the  two  years  1835  and  1838' 
which  the  Report  fixes  upon  as  affording  striking  examples 
of  forced  expansion  by  the  Bank.  A  Report  professing 
to  investigate  u  the  evils  of  a  system  from  which,  though 
all  have  severely  suffered,  but  few  have  taken  the  trouble 
to  inquire  into,"  was  bound,  as  it  appears  to  me,  to  inves- 
tigate the  effects  produced  by  the  various  issuing  bodies 
upon  the  general  state  of  the  circulation ;  the  omission  of 
this  branch  of  the  subject,  and  the  unqualified  condemna- 
tion of  the  Bank,  without  any  reference  to  the  conduct  of 
the  other  issuing  bodies,  fully  warrants  the  remarks  made 
in  my  former  Letter  respecting  the  Report,  "  that  it  con- 
tains facts  correctly  stated,  but  insufficient  to  support  the 
sweeping  conclusions  founded  upon  them ;  other  facts 
altogether  omitted ;  and  the  responsibility  of  mismanage- 
ment affixed  to  one  party,  which  ought  to  be  divided 
amongst  many." 
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But  you  urge  (p.  15),  quoting  my  words  as  an  autho- 
rity, that  "  before  blame  can  be  attached  to  the  country 
issuers,  the  Bank  must  show  that  it  has  tried  the  effect  of 
a  steady  and  uninterrupted  course  of  contraction,  and  that 
in  the  face  of  this  the  issues  of  the  Joint- Stock  Banks 
have  steadily  increased."  This,  I  think,  can  be  shown  ; 
and,  unless  I  am  mistaken,  I  have  shown  it  in  another 
recent  publication.  But  I  must  be  permitted  to  observe 
further,  that  the  remark  here  quoted  by  you  was  made  in 
reply  to  an  attempt  to  exonerate  the  Bank  altogether 
from  any  share  of  mismanagement  of  the  circulation,  and 
to  throw  the  blame  exclusively  upon  the  country  issuers. 
To  this  I  objected,  that  the  Bank  must  prove  on  her  own 
part  a  course  of  conduct  perfectly  faultless,  before  she  can 
throw  the  blame  exclusively  upon  others.  But  the  ab- 
sence of  this  proof  on  behalf  of  the  Bank  will  not 
exonerate  the  country  issuers  from  their  share  of  the 
blame.  Their  eye  is  not  necessarily  good,  because  their 
neighbour's  eye  is  evil.  Both  have  been  peccant 
parties  ;  and  this  fact  is  distinctly  stated  by  me  in  the 
very  publication  from  which  the  above  passage  is 
quoted. 

It  is,  however,  a  remarkable  fact  as  connected  with 
the  Country  Issuers,  that  the  utmost  which  their  apolo- 
gists venture  to  urge  on  their  behalf  is,  that  they  will 
not  do  wrong,  provided  they  are  adequately  directed  by 
the  example  and  admonition  of  the  Bank  ;  but  that  any 
laches  in  that  quarter  at  once  exonerates  them  from  all 
responsibility.  It  would  afford  some  satisfaction,  could  it 
be  clearly  proved  that  the  country  issues  have  at  all  times 
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conformed  to  the  issues  of  the  Bank,  but  in  the  way  of 
this  doctrine  I  fear  there  exist  some  stubborn  facts. 
Admitting  this,  however,  to  be  the  case,  it  constitutes  a 
very  feeble  and  unsatisfactory  defence  of  our  present 
system  of  paper  issues,  that  one-half  (the  country  issues) 
will  not  go  wrong,  provided  the  other  half  (the  Bank 
issues)  make  no  mistake ;  but  if  the  latter,  the  Bank, 
mistake  or  neglect  its  duty,  then  the  former,  the  country 
issuers,  are  left  without  guide  or  compass,  and  will  of 
necessity  misuse  their  issuing  power.  If  the  paper  issues 
of  the  country  are  to  remain  under  the  control  of  more 
than  one  body,  surely  the  system  ought  to  be  such  that 
the  misconduct  of  one  party  shall  not  constitute  a  jus- 
tification of  similar  misconduct  on  the  part  of  other 
parties  ;  but  that  each  shall  act  as  a  restraint  and  a  cor- 
rective upon  errors  of  the  others.  When  the  Bank  does 
wrong,  she  loses  the  right  to  censure  the  country  issuers  ; 
but  the  public  may  and  ought  still  to  hold  them  to  their 
duty ;  and  if  the  existing  system  is  such,  that  they  can 
only  learn  what  that  duty  is  through  the  example  of 
others,  this  is  a  conclusive  proof  that  the  system  is  bad, 
and  that  it  ought  to  be  reformed. 

9.  In  the  following  page  (16)  we  come  to  the  remarks 
which  you  make  upon  the  comparative  amount  of  capital 
of  the  Bank  and  of  the  country  issuers  ;  and  the  observa- 
tions on  this  subject  in  your  Reply,  as  well  as  those  in 
the  Report,  surprise  me  perhaps  more  than  any  thing  else 
contained  in  either  of  these  documents.  "  The  Country 
Banks,"  you  say,  t(  by  means  of  their  capital,  are  enabled 
greatly  to  moderate  the  effects  upon  the  country,  of  the 
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sudden  contraction  of  the  currency  by  the  Bank  of 
England." 

Does  this  mean  any  thing  more  than  that  the  Country 
Banks,  in  proportion  to  the  extent  of  their  resources  and 
solidity,  are  enabled  to  resist  the  controlling  power  of  the 
Bank  of  England ;  and  to  delay  that  contraction  of  the 
circulation  which  the  adverse  state  of  the  exchanges 
renders  necessary  for  the  safety  of  our  monetary  system  ? 
That  such  is  the  fact,  is  too  true  ;  and  this  consideration 
constitutes  the  most  conclusive  and  irrefragable  argument 
against  the  soundness  of  the  present  system  of  country 
issues.  What  the  instances  are,  to  which  you  allude,  of 
sudden  contraction  by  the  Bank,  that  is,  of  contraction 
occurring  without  a  corresponding  contraction  of  the  bul- 
lion, is  not  stated,  and  therefore  I  am  unable  to  investi- 
gate them.  A  continuance  of  the  contraction  of  circula- 
tion, after  the  contraction  of  the  bullion  has  ceased,  is 
not  of  unfrequent  occurrence.  But  this  is  not  the  result 
of  any  voluntary  act  on  the  part  of  the  Bank ;  it  is  the 
inevitable  consequence  of  issuing  the  paper  money  upon 
mercantile  securities ;  it  is  one  of  the  various  evils  which 
result  from  the  union  of  issuing  with  Banking  functions ; 
and  it  was  a  strong  sense  of  the  extent  of  this  evil, 
and  of  the  practical  illustration  of  it  which  was  then 
in  course  of  occurrence,  which  induced  me  to  lay  before 
the  public  some  remarks  upon  the  subject  at  the  end  of 
1837. 

For  examples  of  sudden  contractions  of  issue,  I  think 
that  reference  may  be  made  to  the  returns  of  the  Country 
Issues ;  look  at  the  contraction  which  took  place  in  these 
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in  the  first  quarter  of  1837,  and  again  between  June  and 
September  1839.     Country  circulation  was — 

in  Dec.     1836,    £12,011,000 
in  April,  1837,       11,031,000 

Decrease £     980,000 

in  June,  1839,    £12,275,000 
in  Sept.    1839,       11,084,000 


Decrease £  1,191,000 

You  are  disposed,  I  observe,  to  look  upon  the  country 
issues  as  calculated  to  act  as  a  corrective  upon  the  errors 
of  the  Bank  circulation ;  as  performing  the  part  of  a 
"  breakwater ;"  and  tending  greatly  to  moderate  the 
effects  upon  the  country  of  a  sudden  (I  presume  you 
mean  an  unnecessarily  sudden)  contraction  of  the  cur- 
rency by  the  Bank  of  England."  That  the  country  issues 
may  effect  these  results,  it  is  of  course  necessary  that  they 
should  be  under  the  strict  control  and  regulation  of  those 
from  whom  the  issues  emanate ;  and  that  these  parties,  in 
exercising  that  control,  should  be  guided  by  a  reference 
to  sound  principles  of  currency,  and  keep  their  attention 
steadily  fixed  upon  the  fluctuations  of  the  exchanges,  the 
only  compass  by  which  an  issuing  banker  can  be  justified 
in  determining  his  course.  I  have  endeavoured  to  prove 
in  another  publication,  by  an  investigation  of  the  nature 
of  multiplied  issues  acting  in  competition,  and  put  out 
upon  mercantile  securities,  that  it  is  next  to  impossible 
for  the  issuers  under  these  circumstances  to  regulate  their 
issuers  in  obedience  to  any  such  principles.  I  will  not 
now  trouble  you  with  a  repetition  of  that  discussion,  but 
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I  will  ask  your  attention  for  a  few  moments  to  the  tes- 
timony on  this  subject,  given  by  those  who  may  in  some 
degree  be  considered  as  speaking  authoritatively  on 
behalf  of  the  country  issuers. 

In  a  pamphlet  published  by  Mr.  Joplin  in  1837,  and 
which  was  sent  to  each  Member  of  the  legislature  by  the  Joint- 
Stock  Batiks,  I  find  the  following  passages. 

"  The  currency  has  been  the  subject  of  warm  discus- 
sion for  twenty  years,  and  yet  the  simple  fact,  which  is 
perfectly  well-  known  to  several  hundreds  of  intelligent 
men  connected  with  country  banking,  has  not  yet  been 
ascertained,  that  the  country  banker  exercises  about  as 
much  influence  over  his  circulation  as  an  astronomer  does 
over  the  movements  of  the  planets,  and  that  whatever 
effect  the  exchanges  or  the  proceedings  of  the  Bank  of 
England  may  have  upon  it,  is  produced  independently  of 
him."— p.  54. 

"  Although  the  circulation  of  the  Country  Banks  is 
not  governed  by  the  bankers  themselves,  nor  yet  by  the 
Bank  of  England,  as  it  frequently  enlarges  at  the  very 
time  the  circulation  of  the  Bank  of  England  is  contract- 
ing," £c.— p.  56. 

What  more  complete  proof  can  be  presented  of  dis- 
order, and  the  absence  of  all  reference  to  principle  in  the 
management  of  a  paper  circulation,  than  this  description 
of  multiplied  issues,  not  under  the  control  of  the  bankers 
themselves,  nor  of  the  Bank  of  England,  (commonly 
called  the  Manager  of  the  circulation,)  and  increasing  at 
periods  when  the  issues  of  the  supposed  manager  are 
undergoing  a  diminution,  rendered  necessary  for  the  pur- 
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pose  of  maintaining  the  convertibility  of  the  whole  paper 
circulation. 

Again,  in  a  publication  which  is  characterised  by  its 
steady  and  uncompromising  advocacy  of  the  excellence 
of  the  present  system  of  country  issues,  (Burgess's  Cir- 
cular, 31st  January,  1840,)- 1  find  it  admitted,  "  that  the 
extremely  high  prices  of  corn  in  January  1839  drew  out 
the  large  issues  of  country  bankers  in  the  first  six  months 
of  that  year,"  and  this  fact  of  the  high  prices  of  agri- 
cultural produce  is  used,  not  only  to  account  for,  but  also 
to  justify,  that  increase. 

Now  this  is  the  vital  objection  to  our  country  issues, 
that  they  expand  and  contract  with  prices,  contrary  to 
what  ought  to  be  the  result  upon  sound  principles,  and 
would  be  the  result  with  a  metallic  circulation.  As  prices 
rise,  the  inducement  to  other  nations  to  send  their  produce 
to  us  is  increased,  whilst  the  inducement  to  receive  our 
goods  in  return  is  diminished  ;  hence  an  inevitable  dis- 
turbance in  the  balance  of  trade,  which  must  in  the  first 
instance  be  adjusted  by  an  export  of  the  precious  metals. 
The  consequent  decrease  in  the  amount  and  corresponding 
increase  in  the  value  of  the  circulating  medium  is  the 
legitimate  and  certain  corrective  of  this  difficulty.  But 
if  this  decrease  of  the  circulation  at  this  critical  moment 
is  prevented  by  an  untimely  increase  of  the  country  issues, 
the  necessary  result  must  be  confusion  worse  confounded. 
Such,  I  fear,  is  the  nature  of  the  effects  produced  by  your 
6  breakwater' — not  a  scientific  construction,  but  a  loose 
irregular  bank,  thrown  up  by  accident,  which  interrupts 
the  steady  and  regular  ebb  and  flow  of  the  tide,  and  thus 
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produces  confusion  and  mischief;  keeping  up  an  undue 
supply  of  water,  when  we  are  endeavouring  to  lower  its 
level,  and  checking  the  influx  of  it,  when  the  supply  is 
deficient. 

That  process,  which  you  describe  as  "  the  Country 
Banks  moderating  by  means  of  their  capital  the  effects  of 
a  sudden  contraction  by  the  Bank  of  England,"  was 
viewed  in  a  very  different  light  by  a  Body  which 
"  having  no  interests  separate  from  those  of  the  whole 
trading  community,"  devoted  to  the  question  "  great  care 
and  consideration,"  with  a  view  to  the  "  adoption  of 
suitable  remedies  to  prevent  the  recurrence  of  evils  so 
extensive."  I  will  quote  their  words. 

"If  the  operations  of  all  banks,  whether  private  or 
formed  on  Joint-Stock  principles,  are  not  conducted  with 
prudence  and  caution,  measures  adopted  by  the  Bank  of 
England  with  a  view  to  the  state  of  the  foreign  exchanges, 
and  of  the  consequent  demand  for  bullion,  may  be  coun- 
teracted by  the  advances  and  increased  issues  of  Country 
Banks.  The  following  table  will  exhibit  the  progress  of 
the  circulation  for  some  time  past,  and  it  is  to  be  inferred 
from  the  increased  issues  of  Joint- Stock  Bunks  at  periods 
when  the  Bank  of  England  was  endeavouring  to  limit  the 
amount  of  paper  in  circulation,  that  a  due  attention  was  not 
given  by  them  to  the  returns  published  in  the  Gazette" — 
Report  of  Committee  of  House  of  Commons  on  Joint- Stock 
Banks,  1836. 

But  let  us  revert  to  the  question  of  the  capital  of  the 
Bank.  In  my  former  Letter,  when  speaking  of  the 
capital  of  the  Bank,  I  used  that  word  in  its  enlarged 
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sense,  as  comprehending  all  the  available  means  of  the 
Bank.  I  will  now  use  it  in  its  more  strict  and  proper 
sense,  as  including  only  the  actual  property  of  the  Bank. 

The  capital  now  lent  permanently  to  the  Government 
at  3  per  cent,  is  £11,000,000.  This  is  a  sacrifice  made 
by  the  Bank,  in  consideration  of  the  continuance  of  the 
Charter,  and  it  is  required  from  her  by  the  Legislature ; 
because,  in  the  judgment  of  that  body,  such  an  arrange- 
ment is  expedient  for  the  public  interest.  Complain  of 
this,  if  you  think  proper ;  but  let  your  censure  fall  upon 
the  right  party,  upon  the  Legislature  and  not  upon  the 
Bank.  Petition  for  the  repayment  to  the  Bank  of  its 
capital ;  the  Legislature  probably  will  not  attend  to  your 
request,  but  be  assured  the  Bank  will  not  oppose  it  by  a 
counter-petition. 

But  is  this  advance  of  the  capital  of  the  Bank  to  the 
Government  unwise  and  detrimental  to  the  efficiency  of 
the  Bank?  It  still  remains  an  ultimate  security  for  the 
safety  of  all  engagements  into  which  the  Bank  may  enter, 
although  it  ceases  to  be  an  asset  available  for  immediate 
purposes. 

As  a  Bank  of  Issue ;  this  capital  still  remains  a 
guarantee  for  the  safety  of  the  notes  issued  ;  whilst  the 
assets  received  in  exchange  for  the  notes  constitute  the 
fund,  which  ought  to  be  held  in  an  available  state  for  the 
repayment  of  them  as  they  may  be  presented. 

As  a  Bank  of  Deposit  and  Discount ;  the  Bank  of 
England,  like  all  Banks  in  well  established  credit,  becomes 
possessed,  in  the  course  of  its  business,  of  funds  amply 
sufficient  for  the  proper  working  of  the  business  ;  whilst 
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the  advance  of  its  original  capital  to  the  Government 
gives  confidence  to  the  public  in  the  security  of  all  its 
engagements,  and  tends  to  the  effectual  maintenance  of 
the  high  credit  of  the  Bank,  upon  which  its  efficiency,  as 
a  Bank  of  deposit  and  discount,  really  depends. 

The  true  business  of  a  banker  is  to  employ  the  capital 
of  others  ;  to  act  as  an  intermediate  party  between  those 
who  possess  capital  seeking  employment,  and  those  who 
possess  industry  and  enterprize,  but  want  capital.  His 
function  is  to  facilitate,  by  the  intervention  of  his  judg- 
ment and  personal  security,  this  transference  of  capital 
from  one  class  to  the  other.  The  private  capital  of  the 
banker  is  valuable,  not  so  much  for  the  actual  working  of 
his  business,  as  for  the  purpose  of  maintaining  his  credit, 
and  creating  confidence  in  the  security  of  all  his  transac- 
tions ;  and  also  as  a  fund  ultimately  available  in  cases 
of  unusual  emergency.  If  this  is  the  case  with  respect  to 
bankers  generally,  it  is  so  in  a  much  greater  degree  with 
regard  to  the  Bank  of  England ;  because  her  duties  have 
a  more  exclusive  reference  to  public  transactions,  whilst  a 
connection  with  the  affairs  of  individual  traders  is  the  more 
appropriate  business  of  a  private  banker.  To  regulate 
the  amount  and  secure  the  solidity  of  the  paper  issues, 
and  at  the  same  time  to  afford  a  place  of  safe  deposit  for 
the  money  of  the  Government  and  of  public  bodies,  are 
the  characteristic  functions  of  the  Bank.  In  the  working 
of  this  business,  the  Bank  becomes  possessed  of  funds 
amply  sufficient  for  all  the  purposes  to  which  she  ought 
to  apply  them  ;  and  her  own  original  capital  cannot  be 
more  properly  disposed  of,  than  by  placing  it  in  the  hands 
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of  the  Government,  as  a  basis  upon  which  her  credit  is  to 
rest,  and  a  fund  by  which  the  security  of  all  her  engage- 
ments is  effectually  guaranteed. 

But  we  cannot  quit  this  topic  without  shortly  exa- 
mining what  is  really  the  condition  of  the  Bank,  both  as 
respects  available  means  and  .ultimate  security. 

1.  Portion  of  rest  which  you  admit  to  be  really  ) 

> 

available   ) 

Of  the  total  capital  £14,500,000  lent  to  Govern-  \ 
ment  previously  to  1832,  there  was  repaid  to  V         3,500,000 

the  Bank  at  that  time    '      

Private  capital  of  Bank  in  an  available  state £4,700,000 

2.  Public  deposits £3,200,000 

Private  do 5,700,000 

Banking  resources  available  to  the  Bank    £8,900,000 

3.  Circulation,  say   £18,000,000 

Less  bullion  in  deposit,  say  8,000,000 


Resources  derived  from  circulation  and  available 
to  the  Bank  ... 


1     J10,000,000 


4.  Capital  lent  to  Government  £11,000,000 

Portion  of  rest  lent  on  mortgage 1,500,000 

Value  of  buildings,  &c 1,000,000 

Capital  of  Bank  not  available  for  immediate  pur-  ) 
poses,  but  perfectly  good  for  ultimate  security....  / 


This  is  a  f  plain  and  tangible  statement  of  facts'— 
they  require  no  comment — a  community,  accustomed  to 
matters  of  business,  is  called  upon  to  decide  whether  a 
bank  thus  circumstanced  f  can  be  conducted  with  safety 
to  itself  or  advantage  to  the  trading  community.'  I  can 
entertain  no  doubt  of  the  decision. 
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To  what  extent  it  is  expedient,  that  the  Bank  should 
involve  herself  by  direct  interference  with  commercial 
affairs,  and  that  the  trading  community  should  be  encou- 
raged habitually  to  look  to  the  Bank,  as  an  institution 
whose  peculiar  duty  it  is  "  to  promote  the  prosperity  of 
our  commerce  and  to  temper  its  occasional  reverses,"  is  a 
matter  of  very  grave  and  serious  doubt.  But  whatever 
may  be  the  decision  on  that  point,  the  Bank  possesses 
means  of  which  she  can  avail  herself,  sufficient  to  satisfy 
every  reasonable  demand  and  to  fulfil  every  useful  pur- 
pose. Were  this  not  the  case,  or  indeed  if  any  well- 
founded  doubt  could  be  entertained  upon  the  subject,  it 
would  at  once  become  the  duty  of  the  Government  to  set 
at  liberty  the  capital  of  the  Bank  now  in  its  hands;  but  I 
believe  that  the  Government  is  the  most  proper  deposi- 
tory for  that  fund,  and  that  by  no  other  appropriation  of 
it  could  the  public  interest  be  more  effectually  promoted. 

Let  the  £1 1,000,000,  lent  permanently  to  the 
Government,  be  considered  not  as  the  private  capital  of 
the  Bank,  but  as  the  fund  derived  from  the  paper  issues. 
What  possible  objection,  theoretic  or  practical,  can  be 
made  to  this  arrangement,  by  which  the  surplus  of  the 
paper  issues,  after  having  made  a  sufficient  reserve  of 
bullion,  is  placed  at  the  disposal  of  Government ;  whilst 
the  whole  of  its  private  capital,  and  the  funds  derived 
from  its  banking  business,  amounting  together  to  about 
£25,000,000,  are  left  at  the  free  disposal  of  the  Bank  ? 
Are  not  these  means  amply  sufficient  for  every  purpose 
connected  with  her  own  security  or  the  advantage  of  the 
public  ?  Neither  of  these  results  would  be  promoted  by 
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the  application  of  the  whole  or  a  large  proportion  of  the 
fund  to  mercantile  purposes ;  it  is  therefore  difficult  to 
understand  the  ground  upon  which  the  Report  objects  to 
the  investment  of  it  in  the  public  securities  of  the 
country. 

That  the  funds  of  the  Bank  are  not  sufficient  to  carry 
out  effectively  the  assumed  duty  of  supporting  public  and 
private  credit  must  be  admitted  ;  but  this  is  a  duty  which 
does  not  legitimately  devolve  upon  her,  and  for  the 
effectual  discharge  of  it,  no  funds,  short  of  the  whole 
capital  of  the  community  at  large,  will  be  found  suffi- 
cient. 

10.  The  last  charge  against  the  Bank,  alluded  to  in 
your  Reply,  (p.  21,)  is  founded  upon  the  supposed  exor- 
bitant amount  of  the  profits  of  the  Bank,  and  the  com- 
plaint that  not  one  farthing  of  the  profit  derived  from  the 
paper  issues  is  received  by  the  Government.  If  such  be 
the  case,  if  the  Bank  does  not  give  an  adequate  considera- 
tion for  her  privilege  with  respect  to  the  paper  issues,  let 
this  fact  be  clearly  established,  and  a  more  equitable 
arrangement  be  entered  into  between  the  Government 
and  the  Bank.  The  pecuniary  arrangements  between 
these  parties  are  not  perhaps  so  simple  as  might  be 
wished,  and  there  is  some  difficulty  in  ascertaining  with 
accuracy  the  true  state  of  the  account  between  them. 
It  is  clear,  however,  that  your  mode  of  establishing  the 
charge  against  the  Bank  will  not  bear  examination. 

Your  first  item  of  sums  received  from  the  Government 
by  the  Bank  is, 

Interest  on  capital,  £446,502. 
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This  is  interest  at  three  per  cent,  upon  the  capital 
lent  by  the  Bank  at  a  rate  below  its  fair  value,  and 
therefore  instead  of  being  brought  forward  as  a  contribu- 
tion by  the  Government  to  the  Bank,  a  sum  equal  to 
the  difference  between  three  per  cent,  and  the  real  value 
of  the  capital,  say  five  per  cent.,  ought  to  have  been  put 
down  on  the  other  side  of  the  account. 

The  next  item  is, 

Interest  on  Government  securities,  j£670,598. 

These  securities  must  have  been  purchased  with  the 
funds  of  the  Bank ;  and  the  interest  received  upon  them 
differs  in  no  respect  from  the  interest  which  any  private 
banker  may  receive  from  an  investment  which  he  has 
made  in  Government  or  any  other  securities. 

The  last  item  is, 

Allowance  for  management  of  public  debt,  £251,896. 

This  payment,  by  the  last  arrangement  in  1832,  was 
reduced  by  £120,000.  The  management  of  the  public 
debt  is  a  business  necessarily  involving  a  very  heavy 
expense  and  considerable  risk ;  which  probably  are  not 
adequately  covered  by  the  sum  now  paid  to  the  Bank  on 
that  account. 

These  explanations,  I  think,  are  sufficient  to  show 
that  your  estimate  is  wholly  fallacious  as  a  means  of 
determining  the  real  extent  of  the  profits  of  the 
Bank. 

Let  us  now  endeavour  to  make  some  approximation 
to  a  correct  estimate  of  them  by  a  different  process. 
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The   Bank  now   pays  a  dividend   of  seven   per  cent, 
upon  £14,600,000  stock,  being  £1,022,000  per  annum. 
The  capital  of  the  Bank  is £14,600,000 

Accumulated  profits  under  head  of  "  Rest,"  )      0  QOA  Ann 
«  Value  of  Buildings,"  &c }      3>880>00 


Total  private  capital  of^the  Bank £18,480,000 

The  sura  annually  paid  in  dividends,  £1,022,000,  is 
five-and-a-half  per  cent,  upon  this  private  capital ;  and 
this  constitutes  the  real  rate  of  profit,  including  interest 
upon  its  capital,  now  realised  by  the  Bank.  A  part  of 
this  profit  is  derived  from  a  private  banking  business, 
carried  on  by  the  Bank  independently  of  the  Government. 
The  remaining  portion  constitutes  the  profit  derived  by 
the  Bank  from  its  connection  with  the  Government  and 
the  Circulation.  The  question  is,  whether  five-and-a-half 
per  cent,  upon  its  capital,  from  which  the  profit  upon 
the  private  banking  business  of  the  Bank  ought  to  be 
deducted,  is  an  exorbitant  rate  of  profit,  upon  a  business 
involving  great  labour,  anxiety,  and  risk,  and  requiring 
very  large  capital  and  unbounded  credit.  Let  an  intelli- 
gent and  reasonable  public  decide. 

Or  the  same  account  may  be  stated  in  another  form  :— 

Original  capital  of  the  Bank £14,600,000 

Accumulation  of  past  profits  not  distributed  to 

Proprietors    3,880,000 

Present  actual  capital  of  the  Bank    £  1 8,480,000 

Interest  upon  this  capital  at  Four  per  Cent.    ...      £739,200 
Profits  actually  divided  1,022,000 

Surplus  of  profit  beyond  interest  upon  capital ) 
at  Four  per  Cent ( 
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The  private  deposits  by  the  return  made  in  1832 
amounted  to  £5,680,000.  The  annual  profit  upon  these 
cannot  be  reasonably  put  down  at  less  than  £150,000. 
This  leaves  £132,000  per  annum  for  profit  upon  Govern- 
ment business  and  the  Circulation.  Whether  this  be  ex- 
orbitant or  otherwise,  I  would  confidently  leave  to  the 
decision  of  yourself  or  of  the  Chamber  of  Commerce.  I 
am  sure  that  you  do  not  really  wish  to  contend  for  any 
thing  unreasonable,  but  I  much  fear  that  you  have  sur- 
rendered yourself  to  hasty,  and  therefore  erroneous, 
impressions  on  this  subject.  In  making  these  remarks,  I 
have  no  desire  nor  intention  to  advocate  the  interests  of 
the  Bank  in  opposition  to  those  of  the  public.  My  own 
interests  and  sympathies  are  all  associated  with  the  latter. 
I  wish  neither  to  secure  undue  privileges  nor  exorbitant 
profits  to  the  Bank;  but  I  am  most  anxiously  desirous 
that  this  question  should  be  decided,  not  upon  imperfect 
views  and  partial  representations,  but  upon  a  correct 
understanding  of  the  whole  state  of  the  case. 

11.  In  the  conclusion  of  your  Reply  you  remark  that 
the  "  Report"  was  properly  silent  upon  the  subject  of  a 
remedy  for  the  evils  complained  of.  This  silence  was  the 
very  consideration  which  induced  me  to  make  a  public 
protest  against  the  purport  of  that  Report.  I  saw  an 
undiscriminating  attack  made  upon  the  Bank,  and  upon 
grounds  which  appeared  to  me  wholly  untenable.  I  felt 
confident  that  the  tendency  of  the  Report  (and  it  also 
appeared  to  me  that  it  was  its  intention)  was  to  lead 
to  the  annihilation  of  the  Bank,  whilst  no  suggestion 
whatever  was  made  of  any  institution  to  be  substituted 
in  its  place.  The  consequence  would  necessarily  be,  that 
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all  regulation  of  the  paper-issues  of  the  country  upon  any 
fixed  system  would  cease ;  and  the  management  of  the 
circulation,  if  management  it  could  then  be  called,  would 
fall  into  the  hands  of  an  unlimited  number  of  rival  issuers, 
co-equal  in  power  and  authority,  and  subject  to  no 
general  law  for  their  guidance — a  state  of  things,  as  I 
firmly  believe,  detrimental  beyond  all  calculation  to  the 
true  interests  of  every  class  in  the  community. 

That  I  am  not  blind  to  the  defects  which  exist  in  the 
present  system  of  the  Bank  of  England,  I  have  given  the 
best  proof  in  the  unequivocal  declaration  of  my  opinion 
respecting  them  ;  but  those  who  freely  censure  what  is 
wrong,  may  become,  without  inconsistency,  the  most 
earnest  defenders  of  what  is  really  valuable  in  our  institu- 
tions. Defects  may  be  pointed  out  with  a  view  to  the 
removal  of  them,  and  ultimately  to  the  increased  efficiency 
of  the  body  which  they  only  disfigure  or  embarrass.  But 
to  urge  the  destruction  of  a  great  existing  institution, 
on  account  of  particular  and  limited  defects,  which  are 
capable  of  removal,  and  to  suggest  no  substitute,  is  to 
confound  destruction  with  true  reform,  and  to  mistake 
general  confusion  for  the  correction  of  specific  evils.  The 
Bank  is  calculated  to  render  the  most  important  service 
in  controlling  the  paper-issues,  and  effectually  securing 
their  constant  convertibility;  but  her  efficiency  in  this 
respect  has  hitherto  been  much  diminished  by  the 
imperfect  nature  of  the  power  assigned  to  her,  and  by 
some  defects  in  her  own  constitution.  Let  us  deal  with 
them,  as  we  have  recently  dealt  with  similar  defects  in 
the  constitution  of  our  country.  On  that  trying  occasion, 
the  steady  good  sense  of  Englishmen  did  not  forget  the 
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important  truth,  that  <  it  is  in  the  loftiest  rooms  and  the 
richest  entablatures  we  find  the  most  spider-webs ; '  they 
endeavoured  to  remove  the  webs,  and  to  purify  without 
injuring  the  lofty  rooms  and  the  rich  entablatures.  The 
example  is  before  us  for  our  present  instruction  and 
imitation.  Whatever  defects  exist  in  the  construction  or 
in  the  administration  of  the  Bank,  these  ought  to  be 
removed  carefully  but  effectually. 

Possibly,  even  a  complete  reconstruction  of  the  Bank, 
based  upon  the  principle  of  creating  for  the  whole  king- 
dom one  Bank,  of  issue  and  of  issue  only,  may  be  deemed 
to  be  expedient  and  practicable.  Such  a  proposition  is 
undoubtedly  consistent  with  sound  principle  ;  the  adoption 
of  it  would  at  once  place  the  paper  issues  of  the  country 
under  one  uniform,  steady,  and  well-defined  system  of 
regulation ;  it  would  put  an  end  to  the  fruitless  discus- 
sions which  have  been  raised,  as  to  what  really  constitutes 
the  circulation,  and  to  the  erroneous  impressions  which 
arise  from  the  present  apparent  influence  of  the  Securities 
and  Deposits  of  the  Bank  upon  the  amount  of  the  Cir- 
culation ;  it  would  protect  the  community  from  that 
portion  of  the  fluctuation  in  prices  and  disturbance  in  the 
state  of  trade,  which  can  be  justly  attributed  to  mis- 
management of  the  circulation  under  our  present  system ; 
it  would  protect  the  maintenance  of  our  specie-payments 
from  many  causes  of  danger  to  which  they  are  now 
exposed ;  and  concurrently  with  these  advantages  it  would 
secure  to  the  Government  on  behalf  of  the  public  the 
whole  profit  derivable  from  the  paper-circulation,  from 
one  moiety  of  which  the  Government  at  present  derives 
no  benefit  whatever.  The  public  must  estimate  the  force 
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and  value  of  these  considerations;  and  decide  how  far 
they  are  sufficient  to  justify  the  attempt  to  reconcile  such 
an  institution  with  existing  habits  and  interests.  But  let 
us  not  sweep  away  the  existing  institution,  unless  we  are 
prepared  to  erect  a  more  perfect  edifice  upon  its  ruins ; 
lest  by  so  doing  we  surrender  advantages,  which,  however 
incomplete,  are  still  not  inconsiderable ;  and  the  value  of 
which  the  public  may  possibly  learn  to  appreciate  more 
justly,  when  instructed  by  the]  bitter  sense  of  the  loss  of 
them.  Let  not  "the  old  be  destroyed  till  the  new  is 
ready  to  take  its  place." 

12.  I  have  been  drawn  into  greater  length  than  I 
anticipated  on  this  occasion.  My  respect  for  whatever 
emanates  from  the  Chamber  of  Commerce  of  Manchester 
must  be  my  plea  for  having  taken  up  the  pen ;  my  desire 
in  common  with  yourself,  that  the  whole  subject  should 
be  fully  inquired  into,  together  with  the  satisfaction  of 
discussing  an  important  question  with  a  fair  and  candid 
opponent,  must  be  my  excuse  for  not  having  sooner  laid  it 
down.  We  may  both  rejoice  that  the  subject  is  to  be 
taken  up  by  a  Committee  of  Parliament ;  and  I  am  sure 
that  we  shall  unite  in  the  hope,  that  by  its  consultations 
in  this  matter,  the  light  of  sound  intelligence  may  be 
generally  diffused,  and  the  true  interests  of  the  com- 
munity be  established,  upon  their  best  and  surest  founda- 
tions, those  of  truth  and  reason. 

I  have  the  honour  to  be,  with  great  respect, 
Your  faithful  servant, 

SAMUEL  JONES  LOYD. 

London,  2nd  March,  1840. 


APPENDIX. 


"  IT  may  be  as  well  to  explain  the  nature  of  what  are  termed  extra 
deposits,  in  order  to  show  that  they  are  independent  of  the  regular 
working  of  the  Bank.  They  have  consisted  of  money  belonging 
either  to  Government  or  the  Bast  India  Company,  altogether  inde- 
pendent of  their  ordinary  transactions.  The  first  arose  out  of  the 
contract  for  the  West  India  Loan,  upon  which  a  discount  was 
allowed  for  prompt  payment  higher  than  the  market  rate  of  interest ; 
and  as  the  prompt  payments  thus  made  were  not  required  for  issue 
to  the  West  India  claimants  for  several  months  afterwards,  it  became 
necessary,  in  order  to  preserve  the  currency  in  the  same  state  as  if 
the  payments  for  the  loan  had  not  taken  place,  and  to  prevent  its 
undue  contraction,  to  re-issue  the  money  to  the  public.  This  was 
done  by  contract  with  the  money-dealers,  so  as  to  ensure  its  return 
to  the  Bank  at  the  time  of  the  adjustment  being  made  with  the 
claimants  by  the  Commissioners.  It  ought  further  to  be  borne  in 
mind,  that  during  the  whole  period  of  those  loans,  the  foreign 
exchanges  were  high,  increasing  the  quantity  of  gold  in  the  coffers 
of  the  Bank  to  a  considerable  extent,  a  circumstance  which  would 
have  rendered  it  quite  unjustifiable  for  the  Bank  to  have  permitted 
a  contraction  of  the  currency  by  the  prompt  payments  on  account  of 
the  loan,  and  an  advance  in  the  rate  of  interest  to  have  been  thus 
unnecessarily  and  forcibly  effected  to  the  detriment  of  the  commerce 
of  the  country. 


236  APPENDIX. 

"  The  second  cause  was  that  of  the  East-India  Company  realizing 
their  commercial  assets  to  an  extent  far  exceeding  their  ordinary 
wants  for  payment.  Upon  the  commencement  of  the  accumulation, 
to  the  extent  of  £600,000  or  £700,000  above  their  ordinary  balances, 
an  application  was  made  to  the  Bank  to  ascertain  whether  it  would 
undertake  the  risk  of  lending  the  money,  paying  to  the  Company  a 
given  rate  of  interest ;  if  declined,  the  Company  were  prepared  to 
lend  it  themselves,  having  received  offers  from  some  of  the  principal 
money-dealers  to  take  it.  The  question,  therefore,  simply  was, 
whether  the  notes  should  be  paid  away  by  the  East-India  Company 
or  the  Bank  ? 

"  It  never  could  be  expected  that  the  Bank  should  be  required  to 
pay  a  rate  of  interest  for  notes  or  bullion  belonging  to  others,  merely 
for  the  sake  of  keeping  them  unemployed  ;  having  at  the  same  time 
no  excess  beyond  the  24j  millions  of  securities,  which  the  ordinary 
working  deposits  and  circulation  entitled  that  body  to  hold.  Hence 
it  is  evident,  that  in  the  first  case  the  Bank  was,  for  the  benefit  of 
commerce,  required  to  re-issue  the  monies  received  on  account  of  the 
West-India  Loan,  and  that  in  the  second,  if  the  Bank  had  not  con- 
sented to  advance  the  money,  the  East-India  Company  would  have 
lent  it  themselves.  The  only  point,  therefore,  was  one  of  manage- 
ment, viz.  to  keep  the  currency  from  undue  fluctuation,  and  to 
insure  the  return  of  the  notes  from  the  market  at  the  periods  when 
the  Government  and  the  Company  required  them  for  issue  in  the 
same  direction,  which  was  effected  to  the  letter."  —  HOKSLEY 
PALMER,  On  the  Causes  and  Consequences  of  the  Pressure  on  the 
Money-Market. 
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No  arguments  are  to  be  looked  at  with  more  suspicion  than 
those,  which,  from  the  acknowledged  impossibility  of  attaining 
to  perfection,  would  infer,  that  it  is  absurd  to  attempt  the  nearest 
possible  approximation  to  it.  If  a  system  be  erroneous,  the  very 
consequences  of  its  errors  generally  constitute  the  most  powerful 
impediment  to  a  correction  of  it.  But  if  that  impediment  were  to 
be  held  conclusive,  the  result  would  be  no  other  than  this — that 
the  errors  of  inadvertency  when  they  have  prevailed  for  a  certain 
time,  are,  upon  a  discovery  of  their  nature,  to  be  persevered  in 
from  deliberation  and  choice. — HusJcisson  on  Depreciation  of  the 


If  the  currency  consists  partly  of  coin  and  partly  of  paper,  the 
excess  of  paper,  above  what  the  currency  would  be  if  it  were  coin, 
must  be  an  excess  of  currency,  and  naturally  tend  to  depreciation. — 
Hitskissoris  Speech  on  Mr.  Hornets  Resolutions. 


THE  following  remarks  were  drawn  up  and  printed  in 
the  year  1840.  At  that  time  they  were  used  only  for 
private  distribution;  but  as  the  question  to  which  they 
refer  has,  during  the  present  Session  of  Parliament,  occu- 
pied a  large  share  of  the  public  attention,  I  now  venture 
to  submit  them,  with  slight  alteration,  to  more  general 
perusal. 

The  arrival  of  the  period  at  which  it  is  competent  for 
Parliament  to  revise  the  Charter  of  the  Bank  of  England 
has  afforded  to  Sir  Robert  Peel  the  opportunity  for 
bringing  forward  a  measure,  in  which  it  is  proposed  to 
carry  out  the  principles  advocated  in  the  following  pages, 
to  a  greater  extent  than,  at  the  time  of  writing  them,  I 
could  venture  to  anticipate.  This  measure  has  received 
the  generous  and  cordial  approval  of  the  most  distin- 
guished men  of  opposite  parties  ;  and  the  readiness  with 
which  the  Directors  of  the  Bank  of  England  have 
acquiesced  in  it,  clearly  proves  their  confidence  in  the 
practicability  and  safety  of  its  provisions.  It  has  been] 
justly  described  by  its  author  as  the  complement  of  the! 
Bill  of  1819  ;  as  the  further  step  which  was  necessary,  toJ 
render  that  measure  complete,  and  to  give  to  the  public 
every  possible  security  for  the  effectual  maintenance  of 
specie  payments.  This  is  the  true  object  of  the  measure ; 
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I  and  by  its  efficacy  or  otherwise  in  this  respect,  the  suc- 
/  cess  or  failure  of  the  measure  ought  to  be  tested. 

To  guard  against  commercial  convulsions  is  not  the 
direct  or  real  purpose  of  the  Bill.  To  subject  the  paper 
issues  to  such  regulations  as  shall  secure  their  conformity 
in  amount  and  value  with,  and  consequently  their  imme- 
diate convertibility  at  all  times  into,  metallic  money,  is 
the  purpose  to  which  the  provisions  of  the  measure  are 
avowedly  directed ;  and  if  the  Bill  further  exerts  any 
indirect  influence  in  restraining  the  oscillations  of  com- 
mercial excitement  or  the  fluctuations  of  prices,  it  can 
only  do  this  to  the  extent  to  which  mismanagement  of 
the  circulation  has  hitherto  under  the  existing  system 
been  the  means  of  originating  or  fomenting  these  evils. 
It  has,  however,  been  urged  as  an  objection  to  this  mea- 
sure, that  it  will  not  effectually  prevent  the  recurrence  of 
commercial  revulsions.  The  answer  to  this  cannot  be  so 
well  given  as  in  the  words  of  one  of  the  ablest  supporters 
of  the  measure  ;  to  whose  unwearied  industry,  singularly 
acute  perception,  and  sound  philosophic  views,  as  Chair- 
man of  the  Parliamentary  Committee  of  Inquiry,  the 
public  are  mainly  indebted  for  the  successful  conduct  of 
that  investigation,  and  for  whatever  public  benefit  may 
result  from  it.  "  I  anticipate  from  the  adoption  of  this 
measure  a  less  fluctuation  in  the  amount  of  the  circula- 
tion— a  less  fluctuation  in  the  range  of  prices ;  but  I  am 
not  so  unreasonably  sanguine  as  to  suppose  that  it  will 
put  an  end  to  all  speculation  and  to  all  miscalculation 
in  commercial  matters.  Prices  will  necessarily  vary, 
according  to  the  relative  supply  and  demand  for  com- 
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modities  at  various  times.  Speculators  will  make  mis- 
takes in  their  calculations  as  to  the  amount  of  the  supply 
and  the  urgency  of  the  demand.  Prices  may  be  unnatu- 
rally forced  up,  and  individuals  may  be  ruined  in  the 
collapse.  All  this  cannot  be  put  an  end  to,  so  long  as 
competition  exists  in  trade,  and  hope  of  gain  influences 
human  minds ;  but  it  is  no  reason  why  we  should  not 
remedy  what  is  in  our  power,  because  we  cannot  attain 
every  thing.  We  can  prevent  an  additional  stimulus 
being  given  to  a  rise  of  prices  and  undue  speculations  by 
the  influence  of  an  ill-regulated  currency  ;  and  this  it  is 
the  duty  of  the  legislature  to  attempt." 

Another  objection  has  been  stated  : — That  the  Bill 
will  unduly  contract  the  circulation  of  the  country,  and 
deprive  all  classes  of  that  accommodation  which  is  requi- 
site for  the  prosperity  of  their  respective  pursuits.  Those 
who  urge  this  objection  either  omit  to  state  their  real 
views,  or  they  object  to  the  measure  on  false  grounds. 
If  they  intend  to  object  to  that  degree  of  contraction  of 
the  circulation,  which,  under  any  system  of  management, 
may  be  necessary  for  the  security  of  specie  payments,  an<J 
are  prepared  to  abandon  the  maintenance  of  our  standard 
of  value,  let  them  at  once  openly  and  explicitly  avow 
their  purpose.  The  public  mind,  I  believe,  is  made  up 
on  that  point,  and  will  not  sanction  their  views.  The 
evil  consequences  of  having  once  consented  by  suspending 
cash  payments  to  abandon  our  fixed  standard  of  value, 
and  the  almost  insuperable  difficulty  of  effecting  a  return 
to  a  sound  state,  are  now  well  understood.  Whilst  the 
recollection  of  these  remains  fresh  in  the  public  mind,  no 

u 
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proposal  for  a  repetition  of  so  fatal  an  experiment  will  be 
listened  to. 

But,  if  they  mean  that  the  present  Bill  will  cause  a 
contraction  more  extensive  or  more  inconvenient  than 
that  which  has  been  found  necessary  under  the  present 
system  for  the  protection  of  ihe  bullion,  the  obligation  of 
establishing  this  assertion  by  direct  proof  rests  with  those 
who  urge  the  objection.  I  refer  to  the  following  pages 
for  the  reasons  by  which  I  am  led  to  the  conclusion  that 
such  apprehensions  are  destitute  of  any  real  foundation  ; 
and  that  the  public  may  justly  anticipate,  under  the 
operation  of  this  Bill,  a  diminution,  rather  than  an 
increase,  of  the  inconvenience  and  pressure  which  have 
usually  characterised  the  last  stages  of  a  drain  of  bullion. 

The  present  system,  equally  with  that  which  it  is 
proposed  to  substitute  for  it,  recognises  the  necessity  of 
protecting  the  convertibility  of  the  notes  by  contraction 
of  circulation;  the  only  point  in  doubt  is,  by  which 
system  will  the  necessary  result  be  accomplished  with 
the  least  contraction  of  circulation,  and  therefore  with 
the  least  inconvenience  and  pressure  on  the  public. 
Hitherto  contraction  of  circulation  has  usually  been 
delayed  till  the  effect  of  adverse  exchanges  has  been  long 
in  operation,  and  the  amount  of  bullion  has  been  seriously 
diminished.  This  has  been  done,  if  indeed  with  any 
definite  purpose,  in  the  hope  probably  that  the  mere 
payment  and  export  of  bullion  would  prove  sufficient  to 
correct  the  exchanges,  and  to  stop  the  drain;  without 
any  corresponding  contraction  of  circulation.  Abundant 
experience,  however,  has  proved  the  futility  of  such 
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expectations,  which  are  altogether  of  an  empirical  cha- 
racter, resting  upon  no  certain  or  well-defined  principle. 
The  consequence  of  this  system  has  been,  an  abrupt  and 
violent  action  upon  credit  and  prices  at  an  advanced 
period  of  the  drain  ;  and  the  ultimate  evil,  exhaustion  of 
the  bullion,  obviated,  not  without  great  difficulty,  and  at 
the  expense  of  severe  pressure  upon  the  public.  The 
Bill  now  under  consideration  proposes  to  substitute  a 
system  of  early,  steady,  and  continuous  contraction  in 
the  place  of  that  which  has  been  late  in  its  commence- 
ment, sudden  and  violent  in  its  operation,  and  irregularly 
carried  out.  By  this  means,  it  seems  almost  a  matter  of 
demonstration,  that  the  occurrence  of  many  circum- 
stances, by  which  the  intensity  and  extent  of  former 
drains  have  been  increased,  will  be  prevented  ;  and  that 
the  correction  of  those  causes  of  drain  which  cannot  be 
altogether  obviated,  will  be  brought  into  operation  in  an 
earlier  stage  of  the  drain,  and  will  therefore  be  effected 
with  less  contraction  of  the  circulation,  and  consequently 
with  less  inconvenience  to  the  public. 

Many  other  ingenious  objections  have  been   brought 
forward   in    the   course   of   these   discussions.     Country 
Banks,  it  has  been  said  by  some,  and  even  the  Bank  of 
England,  cannot  arbitrarily  increase  the  amount  of  circu- 
lation.    Competition  accompanied  by  convertibility  is  an 
effectual  and  sufficient  regulator   of  the   issues — an  in- 
crease in  the   amount  of  paper  issues  does  not  increase 
the  purchasing  power,  and  therefore  does  not  necessarily 
raise  prices — a  restriction  of  the  amount  of  paper  issue* 
will  not  necessarily  involve  a  restriction  of  credit  or 
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the  general  power  of  purchasing — it  will  only  cause  an 
increased  resort  to  other  forms  of  credit--  speculation, 
when  such  is  the  disposition  of  the  community,  will  have 
its  way,  and  in  spite  of  all  artificial  regulations  it  will 
find  the  means  of  gratifying  itself. 

It  is  not  necessary  to  investigate  the  separate  fallacy 
upon  which  each  of  these  arguments  depends.  This  has 
been  done  with  great  acuteness  and  perspicuity  in  a  short 
tract  which  has  recently  proceeded  from  the  pen  of 
Colonel  Torrens,  and  to  which  those  may  safely  refer 
who  wish  to  pursue  more  refined  and  abstract  discussions 
on  points  connected  with  this  subject  than  it  is  the  pur- 
pose of  these  remarks  to  enter  upon.  One  general  answer, 
however,  may  be  given  to  all  of  them. 

Since  the  resumption  of  cash  payments  in  1819,  the 
power  of  converting  the  notes  into  specie  on  demand,  and 
consequently  the  stability  of  our  monetary  system,  has  on 
several  occasions  been  brought  into  imminent  danger. 
The  Bank  has  been  reduced,  by  the  continued  demand  for 
gold,  to  the  last  extremity  ;  and  the  actual  suspension  of 
its  payments  in  specie,  and  consequently  the  entire  de- 
rangement of  our  monetary  system,  has  been  obviated 
rather  by  some  fortunate  accident  or  chance  remedy  than 
by  the  certain  operation  of  any  definite  principle.  With 
a  metallic  circulation  no  danger  of  total  exhaustion  of  the 
gold  could  arise.  As  a  portion  of  the  metallic  money 
was  exported,  the  quantity  of  that  which  remained  being 
diminished,  the  value  of  it  would  be  proportionately  in- 
creased ;  and  consequently  a  limited  proportion  only  of 
the  gold  in  circulation  could  be  drawn  out  of  the  country 
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by  any  foreign  demand.     The  effect  of  an  adverse  ex- 
change must  be  the  same  when  it  acts   upon  a  mixed  cir- 
culation of  gold  and  paper ;  provided  this  mixed  circula- 
tion is  so  regulated  that  the  amount  of  it  necessarily  varies 
as  the  amount  of  a  purely  metallic  circulation  would  vary. 
The  danger  therefore  to  which  our  monetary  system  has 
been  exposed,  and  the    public  inconvenience  and  alarm 
which  have  accompanied  that  danger,  must   have  arisen 
from  the  fact,  that  the  aggregate  paper  circulation  of  the 
country  has    not  been  so  regulated   as  to  secure  a  con- 
formity in  the  fluctuations  of  its  amount  with  what  would 
have  been  the  fluctuations  in  the  amount  of  a  metallic 
circulation.     To  establish  such  regulations  as  shall  obviate 
this  defect  is  the  object  of  the  Bill  now  before  Parlia- 
ment.    The  issues  of  the  Bank  of  England  will,  under  the 
provisions  of  that  Bill,  be  made  to  conform  strictly  to  the 
fluctuations  of  the  bullion  ;  whilst  the  possible  irregu- 
larities of  the  Country  issues,  so  far  as  England  is  con- 
cerned, will   be    restricted  within   narrow   limits.      The 
regulation,  upon  similar    principles,  of   the  paper  issues 
of   Scotland    and    Ireland    remains   a   matter   for   future 
legislation.     The    Bill   therefore,    though  not  absolutely 
complete  in  all  its  provisions,  goes  far  towards  placing  the 
circulation  of  the  country  upon  a  sound  basis,  and  thus 
affords  important  additional  guarantees  for  the  effectual 
maintenance  of  our  established  standard  of  value. 

The  Bill  of  1819  restored  the  depreciated  currency  of 
the  country  to  its  just  value — moneta  in  justum  valorem 
restituta — and  the  present  measure  gives  further  strength 
and  security  to  that  settlement,  by  removing  those  un- 
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suspected  sources  of  danger  which  subsequent  experience 
has  developed.  Public  gratitude  is  due  to  the  Minister 
who  has  had  the  integrity  and  courage  successively  to 
introduce  these  measures,  and  thus  has  placed  the  mone- 
tary system  of  the  country  upon  an  honest  and  sound 
foundation.  Some  degree  of  inconvenience  and  pressure 
must  arise  under  any  system  whatever  for  the  manage- 
ment of  the  circulation.  It  is  the  price  which  must  be 
paid  for  protection  against  the  far  more  serious  evils  which 
would  attend  a  continuous  depreciation  of  the  currency ; 
and  it  will,  therefore,  be  cheerfully  submitted  to  by  every 
intelligent  and  honest  community.  But  a  system  of  de- 
preciating the  currency  must  have  its  limit ;  it  is  a  process 
which  cannot  be  carried  on  to  an  indefinite  extent.  When- 
ever that  limit  is  reached,  then  will  necessarily  commence 
the  difficulty  and  pressure  connected  with  the  measures 
requisite  for  checking  further  depreciation  of  the  currency 
by  limiting  its  amount.  These  evils  cannot  upon  any 
plan  be  ultimately  avoided  ;  the  postponement  of  the 
necessary  contraction  will,  however,  greatly  increase  the 
intensity  of  them  ;  by  super-inducing  that  ruinous  in- 
justice to  extensive  classes,  and  that  general  confusion  and 
alarm,  which  are  the  certain  consequences  of  any  course 
of  action  which  tampers  with,  and  endangers  the  stability 
of,  the  fixed  standard  of  value  in  a  country.  By  what 
means  the  necessary  regulation  of  the  amount  of  the  issues 
may  be  enforced,  how  the  standard  value  of  our  currency 
may  be  secured  against  every  danger,  with  the  least  sacri- 
fice on  the  part  of  the  public,  is  the  question  now  before 
us.  The  present  system  relies  upon  delay  and  expe- 
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clients ;  it  endeavours  to  fly  from,  rather  than  to  meet  and 
overcome,  difficulties;  it  shrinks  from  the  prompt  and 
manly  application  of  the  remedies,  painful  at  first  but  safe 
and  effectual  in  the  end,  which  science  dictates ;  and 


empirick-like,  applies 
To  each  disease  unsafe  chance  remedies. 


The  result  is  shown  in  the  following  pages.  The  crises  of 
1825,  1837,  and  1839,  are  the  fruits  which  we  have 
gathered  under  this  system. 

It  is  now  proposed  to  adopt  a  different  course.  The 
difficulty  is  henceforth  to  be  met  at  the  very  moment  of 
its  commencement ;  and  the  corrective  measures,  founded 
upon  intelligible  and  well-ascertained  principles,  are  to  be 
applied  without  interruption,  until  the  evil  has  been 
subdued.  Contraction  of  circulation  is  to  be  made  pre- 
cisely coincident,  as  regards  both  time  and  amount,  with 
diminution  of  the  bullion ;  and  thus  it  is  conceived  that 
the  danger  of  total  exhaustion,  which  could  not  befal  a 
metallic  circulation,  will  be  rendered  equally  impossible 
with  respect  to  a  mixed  circulation  of  gold  and  paper. 
The  result  remains  to  be  ascertained ;  but  all  reasoning 
confirms  the  soundness  of  the  grounds  upon  which  this 
experiment  is  founded ;  and  justifies  a  sanguine  expecta- 
tion, that,  by  a  close  and  steady  adherence  to  principle, 
the  safety  of  our  monetary  system  will  be  more  effectually 
secured.  Whatever  may  be  the  inconvenience  to  the 
public  involved  in  the  measures  necessary  for  this  pur- 
pose, it  would  be  unwise  in  the  extreme  not  to  submit  to 
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it.  There  is  fair  ground,  however,  to  anticipate  that  many 
adventitious  difficulties,  which  have  arisen  out  of  the 
working  of  the  present  system,  will  be  obviated ;  and 
that  the  essential  object  of  the  Bill  will  be  accomplished 
without  subjecting  the  public  to  any  increase  of  the  incon- 
veniences which  they  have  .hitherto  experienced  during  a 
drain  of  bullion. 


July  4th,  1844. 
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THOUGHTS, 


I.   THE  only  object  of  the  proposed    separation   of  the    / 
departments  of   the  Bank  of   England  is,  to   obtain   an 
effectual  security  for  the  regulation  of  the  amount  of  the 
paper  circulation  of  the  country  in  correspondence  with 
the   fluctuations  of  the  bullion  ;  such   regulation   being 
deemed  to  be  essential  for  the  certain  maintenance,  under 
all  circumstances,  of  the  convertibility  of  paper  issues 
specie. 

The  present  union  of  Banking  functions  with  manage- 
ment of  the  circulation,  not  only  in  the  same  parties  but 
in  the  same  system  of  accounts,  is  deemed  to  be  incom- 
patible with  the  accomplishment  of  this  objeet,  for  the 
following  reasons  : 

1.  Because  the  paper  circulation  is  thus  issued  upon 
mercantile    securities,   and    there    is,    therefore,    a    very 
strong  tendency  to  increase  its  amount  with  rising  prices 
and  to  diminish  its  amount  with  falling  prices  ;  which  is 
the  reverse  of   what   would   take   place  with  a  metallic 
circulation. 

2.  Because,  as  the  issuers  also  receive  deposits  as  well 
as  issue  notes,  they  are  subjected  to  a  strong  temptation 
to  meet  the  demand  of  depositors  by  an  improper  increase 
of  paper  issues,  instead  of  a  realization  of  securities. 
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3.  Because  the   connexion  of  the  issuers  with  trade 
and  commerce  creates  a  strong  inducement  to  aid  and 
support  public  and  mercantile  credit,  during  a  period  of 
pressure,  by  improper  increase  of  issues. 

4.  Because    the    mismanagement    of    the   circulation 
seems  in  almost  all  cases  to  be  distinctly   traceable  to 
these  causes. 

5.  Because  the  union  of  the  two  functions,  of  circula- 
tion and  of  deposits,  is  found  to  cause  inevitable  confusion 
both  in  reasoning  and  in  action.     This  appears  in  the 
measures  of  the  Bank  of  England  and  in    the  defence 
which  has  been    made    of   them  —  similarly    as    regards 
the    country    issues  —  in    the    confusion    of    ideas    pre- 
valent   amongst    the    public    respecting    the    connexion 
between  the  amount  of   circulation   and    the  amount  of 
liabilities. 

"  No  correct  notions  can  ever  be  formed  upon 
the  subject  of  currency,  unless  the  business  of  issue 
be  clearly  separated  in  the  reader's  mind  from  the 
other  transactions  which  form  the  real  and  legiti- 
mate employments  of  the  Banker." — Normaris  Remarks, 
p.  32. 

A  regulation  of  the  amount  of  the  paper  circulation 
of  the  country  in  correspondence  with  the  fluctuations  of 
the  bullion  is  deemed  to  be  essential  on  the  following 
grounds : — 

1.  A  metallic  circulation  could  never  be  drained  out. 
Because  as  the  drain  went  on,  the  decreased  amount 
would  produce  a  continually  increasing  value  of  the  cir- 
culation ;  which  by  its  effect  upon  the  rate  of  interest,  upon 
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the  state  of  credit,  and  upon  prices,  would  assuredly  stop 
the  drain  at  some  stage  of  its  progress.  * 

2.  The  case  will  be  the  same  with  a  paper  circulation, 
provided  the  paper  issues  be  contracted  as  the  metallic 
money  would  have  been. 

3.  But,  if  the  paper  be  not  contracted  upon  this  prin- 
ciple, the  security  for  the  certain  stoppage  of  the  drain 
is  lost.     Suppose  the  paper  circulation  to  be   thirty-six 
millions,  against  which  twelve  millions  of  bullion  are  held 
in  reserve.     Suppose  further  this  amount  of  circulation 
to  be  excessive  as  compared  with  the  currencies  of  other 
countries,    and   that,    consequently,   a   drain   of   bullion 
ensues. 

If  under  these  circumstances  the  paper  be  contracted 
as  the  bullion  goes  out,  this  contraction  will  soon  equalise 
the  value  of  our  currency  compared  with  that  of  other 
countries,  and  thus  the  drain  will  be  stopped.f 

*  This  exportation  of  bullion  can  never  continue  long,  because 
the  transmission  of  a  comparatively  small  quantity  of  that  metal 
which  forms  the  standard  and  currency  of  a  country,  not  only 
operates,  like  that  of  any  other  commodity,  to  diminish  in  so  much 
the  balance  of  debt  to  other  countries  ;  but  likewise  to  force  the 
exportation,  and  to  diminish  the  importation  of  all  other  goods  ;  and 
thus  more  rapidly  to  improve  the  exchange,  than  the  export  of  any 
other  commodity  to  the  same  amount.  As  the  exchange  improves 
the  exportation  of  bullion  of  course  ceases. — Huskisson  on  Deprecia- 
tion of  the  Currency,  p.  97. 

t  I  do  not  think  that  the  suspension  of  cash  payments  was  at 
that  time  (1797)  of  absolute  necessity  ;  I  have  never  entertained 
the  least  question  but  that  if  the  Bank  had  continued  to  pay, 
and  to  suppress  its  notes  as  it  issued  treasure,  the  crisis  would  have 
been  got  over. — Tooke's  Evidence,  1832,  Qu.  3827. 
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But,  if  the  paper  circulation  be  not  contracted  in  cor- 
respondence with  the  decrease  of  the  bullion,  there  can  then 
be  no  certainty  that  the  value  of  the  currencies  will  be  thus 
equalised ;  and,  consequently,  there  can  be  no  security 
that  the  bullion  may  not  be  entirely  drained  out. 

The  larger  the  amount  .of  the  bullion,  the  greater,  no 
doubt,  becomes  the  difficulty  of  draining  it  out;  it  will 
require  a  longer  continuance  of  the  drain,  or  a  more 
intense  drain. 

But  bullion,  equal  to  the  amount  of  the  whole  circula- 
tion, may  be  drained  out,  if  its  place  be  continually  sup- 
plied by  paper  issues,  and  the  total  amount  of  the  circula- 
tion be  thus  kept  undiminished. 

Thus  it  appears  that  contraction  of  the  circulation  in 
correspondence  with  the  decrease  of  the  bullion  is  the 
only  measure  which  can  afford  effectual  security  for  stop- 
ping the  drain  of  bullion. 

It  is  equally  necessary  for  the  effectual  recovery  of 
the  requisite  amount  of  bullion  after  it  has  been  parted 
with. 

It  may  be  asked  of  those  who  object  to  the  principle 
that  a  paper  currency  should  vary  directly  as  a  metallic 
currency,  what  principle  they  would  substitute  for  it  ? 

To  this  no  satisfactory  or  sufficient  answer  can  be 
given  by  them.  They  must  trust  to  the  chapter  of  acci- 
dents, and  leave  the  stoppage  of  the  drain  to  depend  upon 
circumstances  over  which  they  cannot  pretend  to  exercise 
any  certain,  definite,  or  efficient  controul. 

But  it  is  said  that  a  large  store  of  bullion,  and  a  con- 
tinuance of  the  present  system  of  acting  upon  a  blended 
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account  of  circulation  and  deposits,  will  enable  the  Bank 
of  England  to  delay  the  period  of  commencing  the  con- 
traction of  circulation,  and  thus  render  it  more  (  conve- 
nient"*  and  '  accommodating'  to  the  public. 

The  effects  of  postponing  the  period  of  contraction  and 
of  subsequent  expansion  are  very  important. 

Contraction  of  circulation  acts — first  upon  the  rate  of 
interest — then  upon  the  price  of  securities — then  upon 
the  market  for  shares,  &c.  —  then  upon  the  negotiation  of 
foreign  securities — at  a  later  period,  upon  the  tendency 
to  enter  into  speculation  in  commodities — and  lastly, 
upon  prices  generally.  These  effects  may  be  retarded 
or  accelerated  by  other  circumstances ;  possibly  they  may 
not  occur  precisely  in  the  manner  here  stated ;  but  this  is 
something  like  the  order  of  succession  in  which  the  effects 
of  contraction  of  the  circulation  are  gradually  developed. 

The  case  is  similar,  when  the  action  is  in  the  opposite 
direction  ;  that  is,  when  the  circulation  is  increasing. 

Interest  is  first  affected;  speculation  in  commodities 
and  prices  are  the  last  to  be  affected. 

An  attentive  consideration  of  this  process  will  enable 
us  to  perceive  the  important  difference  between  con- 
traction of  circulation  at  the  commencement  of  a  drain, 
and  contraction  resorted  to  at  a  more  advanced  staoe  of 
the  drain.  And  it  will  probably  lead  us  to  doubt,  whether 
the  convenience  of  the  public  will  be  promoted,  and  the 
severity  of  the  action  upon  the  rate  of  interest,  upon  the 
state  of  credit,  or  of  confidence,  will  in  the  end  be 
diminished,  by  any  plan,  which  proposes  to  mitigate  the 
effects  of  contraction  by  postponing  the  period  of  its 
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commencement.  It  must  be  observed,  moreover,  that  to 
whatever  extent  the  rule  of  contracting  the  paper  issues 
in  precise  correspondence  with  the  decrease  of  bullion  is 
suspended  or  modified,  to  that  extent  uncertainty  and 
danger,  with  respect  to  the  convertibility  of  the  notes, 
are  introduced. 

There  can  be  no  fixed  and  definite  rule  to  determine 
the  time  and  extent  of  the  proper  contraction  of  paper 
circulation,  except  correspondence  with  the  bullion. 

Without  this  rule,  all  must  be  left  to  the  irregularity 
and  uncertainty  of  individual  discretion.  The  manager 
of  the  circulation  must  undertake  to  foresee  and  to  antici- 
pate events,  instead  of  merely  making  his  measures  con- 
form to  a  self-acting  test. 

In  the  exercise  of  such  a  discretion,  the  manager  of 
the  circulation,  be  he  who  he  may,  we  may  safely  say 
will,  in  nine  cases  out  of  ten,  fall  into  error  ;  whilst  the 
interests  of  the  whole  community,  and  the  fate  of  all 
mercantile  calculations,  will  be  dependent  upon  the  sound 
or  unsound  discretion  of  some  individual  or  body ;  instead 
of  depending  upon  their  own  prudence  and  judgment, 
exercised  under  the  operation  of  a  fixed  and  invariable 
law,  the  nature  and  provisions  of  which  are  equally  known 
to  every  body. 

II.  Let  us  now  proceed  to  examine  the  management 
of  the  circulation  during  the  last  few  years,  with  the  view 
of  ascertaining,  if  possible,  how  far  that  management  has 
deviated  from  the  course  which  must  have  been  pursued 
under  the  separation  of  the  departments,  and  what  have 
been  the  effects  of  such  deviation. 
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Bullion. 

Bank 
Circulation. 

Aggregate 
Circulation. 

Country 
Issues. 

*1833. 
September  

1835. 
September  
December  . 

£ 

11,078,000 

6,261,000 
6,626,000 

£ 

19,780,000 

18,240,000 
17  321  000 

£ 

29,932,000 

28,660,000 
28,455  000 

£ 

10,152,000 

10,420,000 
11  134000 

1836. 
March 

7,701,000 

17,739,000 

29  186  000 

11  447  000 

June  

7,362,000 

17,899,000 

30,101,000 

12,202000 

September  

5,719,000 

18  147  000 

29  880  000 

11  733000 

December  

4,545,000 

17,361,000 

29  372,000 

12,011  000 

1837. 
March  

4,048,000 

18,178,000 

29,209  000 

11,031,000 

In  the  year  1837  commercial  and  monetary  pressure 
occurred.  It  is  important  to  trace  accurately  the  progress 
of  the  circulation  previous  to  that  period. 

In  September,  1833,  the  bullion,  the  Bank  circulation, 
and  the  aggregate  circulation  of  Bank  and  country  issues, 
were  all  at  their  maximum. 

At  the  same  moment  the  country  issues  were  at  their 
minimum. 

By  the  month  of  December,  1836,  the  bullion  had 
sustained  a  decrease  of  £6,533,000,  the  Bank  circulation 
of  £2,419,000,  the  aggregate  circulation  of  £560,000, 

*  Since  these  remarks  were  written,  further  returns,  more 
accurate  in  detail,  respecting  the  bullion  and  circulation,  have  been 
furnished  in  the  Appendix  to  the  Report  of  the  Committee  on  Banks 
of  Issue,  1841.  I  have  not,  however,  thought  it  necessary  to  recast 
the  above  statement ;  although  there  exists  some  difference  in  actual 
amounts  between  it  and  the  later  returns,  there  is  no  real  difference 
whatever  in  the  character  of  the  statements,  or  in  the  inferences 
justly  deducible  from  them.  I  place  the  facts  and  the  reasoning 
before  the  public  now,  in  the  form  in  which  they  were  submitted  to 
the  more  limited  circle  of  my  private  friends  in  1840. 


256  THOUGHTS    ON   THE    SEPARATION    OF    THE 

whilst  in   the  same  period  the  country   circulation   had 
increased  £1,859,000. 

In  the  following  three  months,  viz.  from  December, 
1836,  to  March,  1837,  the  bullion  sustained  a  further 
decrease  of  £500,000  ;  but  the  Bank  circulation  was 
increased  £800,000.  The  aggregate  circulation  was 
diminished  £170,000  ;  the  country  circulation  was  dimi- 
nished £1,000,000.  It  is  further  to  be  observed,  that 
during  this  period,  within  which  the  bullion  passed  by  a 
steady  and  almost  uninterrupted  course  of  decrease  from 
its  maximum  to  its  minimum  point, — a  decrease  of  more 
than  sixty  per  cent. — 

The  aggregate  circulation  did  not  vary  more  than^zve 
per  cent. ;  and  that  variation  was  not  in  accordance  with 
the  bullion,  but  very  irregular- — the  period  of  maximum 
amount  occurring  when  the  bullion  had  sustained  a  large 
decrease. 

The  Bank  circulation  varied  twelve  per  cent.  ;  and 
more  nearly,  though  by  no  means  strictly,  in  accordance 
with  the  bullion.  The  maximum  point  corresponds  with 
that  of  the  bullion  ;  and  again,  in  December,  1836,  we 
find  the  bullion  and  the  Bank  circulation  both  at  a  low 
point. 

The  following  three  months,  however,  present  a  very 
different  phenomenon — a  farther  decrease  of  the  bullion 
with  a  very  large  increase  of  Bank  circulation. 

The  country  issues  varied  twenty  per  cent.,  and  with 
no  sort  of  correspondence  to  the  bullion  or  to  the  Bank 
issues.  The  minimum  of  country  issues  corresponds  writh 
the  maximum  of  bullion  and  of  Bank  issues  (September, 
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1833).  The  maximum  of  country  issues,  as  also  of  the 
aggregate  circulation,  occurs  when  the  bullion  has  pro- 
ceeded about  half  way  in  its  course  of  reduction  (June, 
1836).  The  country  issues  are  again  very  near  their 
maximum  point  (in  December,  1836)  when  the  bullion  has 
sustained  a  serious  and  rapid  further  reduction,  and  when 
the  Bank  circulation  is  almost  at  its  minimum  point ;  and 
during  the  three  following  months, — within  which  we 
have  already  observed  that  the  Bank  circulation  under- 
went a  most  remarkable  increase — we  find  the  country 
circulation  undergoing  an  equally  extraordinary  decrease. 
So  that  the  result  is,  that  with  violent  and  opposing 
fluctuations  by  the  Bank  and  Country  circulation, 
between  September  and  December,  1836,  and  again 
between  December,  1836,  and  March,  1837,  the  aggre- 
gate circulation  varies  but  slightly,  although  during  this 
time  the  bullion,  previously  very  much  reduced,  continues 
to  diminish  steadily  and  largely. 

Such  are  the  facts. 

What  are  the  inferences  to  be  deduced  from  them  ? 

1.  That  there  exists  no  efficient  connection  between  the 
fluctuations  of  the  Country  Issues  and  those  of  the  Bank, 

2.  That  by  the  conflicting  action  of  those  two  sources 
of   issue,    the  aggregate   circulation    is   maintained  at  a 
comparatively  uniform  amount,  during  a  period  when  the 
long-continued  and  heavy  drain  of  the  bullion  required  a 
corresponding  contraction  of  circulation. 

3.  That  consequently  the  aggregate  circulation  cannot 
be  considered  as  subject  to  any  management  or  regulation 
which  has  reference  to  the  bullion. 

fi 
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4.  That  in  consequence  of  the  absence  of  early  and 
steady  contraction  of  the  circulation,  the  decrease  of  the 
bullion  remains  for  a  long  time  unchecked,  and  therefore 
goes  to  a  greater  extent  than  it  otherwise  would  do  ;  that 
consequently,    to    replace    the    Bank    in   a   satisfactory 
position,  a  larger   amount  of   bullion  has    to   be  drawn 
back  to  the  country,  and  to   effect  this  there  must  be  a 
correspondingly  heavier   pressure  upon  trade    and  upon 
prices,   either  in  amount   or  in  duration.     The  effect  of 
early  contraction  of  circulation  in  strict  accordance  with 
the   bullion,   would   be    to   keep  the  fluctuations  of  the 
bullion   within  comparatively    small    limits    both    as    to 
amount  and  length  of  continuance ;  and  in  proportion  as 
those  fluctuations  are  rendered  short  in  their  continuance 
and  of  slight  amount,  their  pressure  upon  the  Money- 
market  and  trade,    it    is    fair    to    conclude,    would    be 
light, 

5.  Had  the  aggregate  circulation  been  steadily  con- 
tracted  in    correspondence    with   the   bullion,   from    the 
maximum  period  of  both  (in  September,  1833),  is  there 
not  the  fairest  and  most  reasonable  ground  to  conclude, 
that  such  timely  and  steady  contraction  would  have  been 
gradual  and  easy  in  its  effects — that,  commencing  before 
any  feeling  of  alarm  had  arisen,  it  would  have  worked 
more  easily  and  not  less  effectually ;    and  that  by  putting 
an  earlier  restraint  upon  the  efflux  of  bullion,  it  would 
have  kept    that   action   within    smaller   limits,  and  thus 
probably  have  obviated  a   large  part  of  the  pressure  of 
1837?     Compare  such  supposed  contraction  of  the  aggre- 
gate circulation  with  what  really  took  place. 
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Bullion. 

Bank 
Circulation. 

Aggregate 
Circulation. 

Country 
Issues- 

1833. 
September  

£ 

11,078,000 

£ 
19,780,000 

£ 

29,932,000 

£ 
10,152,000 

1834. 
March    .  .        .... 

9  829  000 

18,700  000 

28,891,000 

10,191,000 

June  

8,645,000 

18,922,000 

29,440,000 

10,518,000 

September  . 

7  693  000 

19  126  000 

29  280  000 

10,154,000 

December  
1835. 
March    

6,720,000 
6,536  000 

18,304,000 
18,311  000 

28,963,000 
28,731,000 

10,659,000 
10,420,000 

June  

6,150,000 

18,460,000 

29,399,000 

10,939,000 

Here  is  a  period  of  two  years,  during  which  the  bul- 
lion suffers  a  continuous  and  heavy  drain,  being  dimi- 
nished £4,928,000.  The  Bank  circulation  is  diminished 
£1,320,000,  being  a  decrease  in  proportion  to  that  of  the 
bullion  of  little  more  than  twenty-five  per  cent. ;  and  that 
decrease  occurring  very  irregularly ;  not  in  the  steady 
and  uninterrupted  manner  in  which  the  bullion  decreases. 
The  aggregate  circulation  is  diminished  only  £533,000 — 
or  about  eleven  per  cent,  upon  the  decrease  of  the  bul- 
lion ;  and  this  decrease  again  occurred  very  irregularly. 

The  country  issues  increased  £787,000,  being  an 
increase  in  the  proportion  of  about  one-sixth  to  the 
decrease  of  the  bullion. 

This  course  of  things  terminated  in  the  pressure  and 
difficulties  of  1837.  What  would  have  been  the  effect  of 
a  different  course  ?  Had  the  Bank  and  Country  Issues 
been  both  contracted,  in  such  manner  that  the  aggregate 
circulation  should  in  its  fluctuations  have  followed  the 
bullion ;  the  certain  and  undeniable  effects  would  have 
been,  a  contraction  of  circulation  commencing  early,  pro- 
ceeding gently  and  equably,  acting  during  a  period  when 

8  2 
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there  was  no  alarm  or  apprehension  respecting  the  state 
of  the  bullion  or  of  trade,  and  producing  a  gradual, 
moderate,  but  continuous  restraint  upon  confidence,  rate 
of  interest,  and  speculation,  before  they  had  reached  the 
extent  to  which  they  were  permitted  to  go. 

The  probable,  if  not  certain,  effects  would  have  been, 
a  more  early  stop  put  to  the  drain  of  the  bullion ;  a 
shorter  continuance  therefore  of  the  monetary  and  mer- 
cantile pressure  ;  a  correction  of  the  evil  before  alarm 
had  been  excited,  and  the  difficulties  of  internal  drain 
upon  the  bullion  had  been  added  to  those  of  external 
demand ;  the  corrective  action  being  regular  and  steady, 
would  have  been  more  effective  and  less  inconvenient 
than  when  it  is  irregular  and  abrupt ;  the  management 
of  the  circulation  being  conducted  under  a  fixed  rule, 
known  to  every  body,  those  unreasonable  hopes  and  fears, 
which  an  uncertain  course  of  action  always  produces  upon 
the  minds  of  individuals  according  to  their  respective 
characters,  would  have  been  obviated ;  every  person, 
knowing  certainly  what  was  to  be  expected,  and  feeling 
from  the  beginning  a  practical  warning  of  it,  would  have 
taken  their  precautionary  measures  accordingly,  in  due 
time  and  with  a  steady  purpose  ;  thus  probably  calm, 
deliberate,  and  judicious  preparation  from  1833  to 
1836,  whilst  the  bullion  decreased  from  £11,000,000  to 
£6,000,000,  would  have  obviated  the  confusion  and 
despair  which  ensued  in  1837  ;  when  the  alarm,  occa- 
sioned by  a  very  low  state  of  the  bullion,  acted  abruptly 
upon  an  unprepared  community.  The  drain  also  upon 
the  bullion  having  been  stopped  at  an  earlier  stage,  the 
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amount  of  bullion  parted  with,  and  therefore  the  amount 
of  bullion  which  it  was  necessary  that  we  should  recover, 
would  have  been  less ;  and  consequently  a  less  pressure 
upon  the  mercantile  world  would  have  been  requisite  for 
this  purpose. 

III.  The  next  period  of  commercial  and  monetary 
pressure,  principally  the  latter,  occurred  in  1839. 

Let  us  now  examine  the  progress  of  the  circulation 
previous  to  that  crisis. 


Bullion. 

Bank 
Circulation. 

Aggregate 
Circulation. 

Country 
Issues. 

1838. 
March 

£ 
10,015,000 

£ 
18,600,000 

£ 

29,526,000 

£ 

10,926,000 

June       

9,772,000 

19,047,000 

30,792,000 

11,745,000 

September  

9,615,000 

19,665,000 

31,029,000 

11,364,000 

December 

9,362,000 

18,469,000 

30,694,000 

12,225  000 

1839. 
March    

8,106,000 

18,298,000 

30,557,000 

12,259,000 

June 

4,344,000 

18,101,000 

30,376,000 

12,275,000 

September    . 

2,816,000 

17,960,000 

29,044,000 

11,084,000 

The  bullion  was  at  its  maximum  in  March  1838,  and 
continued  to  decrease  steadily  from  that  time. 

The  Bank  circulation  and  the  aggregate  circulation 
continued  to  increase  largely  till  September. 

The  country  issues  continue  to  increase  largely  till 
June,  1839  ;  and  it  is  remarkable  that  they  were  at  their 
minimum  point  when  the  bullion  was  at  its  maximum 
(March  1838)  and  they  advanced  to  their  maximum  point 
whilst  the  bullion  was  undergoing  a  decrease  of  sixty  per 
cent  (June,  1839). 

In  the   following  three  months  (June  to  September, 
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1839)  whilst  the  bullion  sustained  a  great  further  de- 
crease, to  an  alarmingly  low  point,  the  country  issues  at 
last  began  to  decrease  and  rapidly — whilst  the  Bank 
circulation  during  this  period  remained  almost  undimi- 
nished. 

But  the  most  important  consideration  connected  with 
this  period  arises  from  a  comparison  of  the  fluctuations  of 
the  aggregate  circulation  with  those  of  the  bullion. 

Whilst  the  bullion  is  reduced,  uninterruptedly,  from 
10,000,000  to  2,800,000,  that  is,  seventy-two  per  cent. ; 

The  aggregate  circulation  is  reduced,  very  irregularly, 
less  than  £500,000,  i.  e.  under  two  per  cent. 

Even  that  reduction  is  effected  only  in  the  last  quar- 
ter. From  March,  1838,  to  June,  1839,  the  aggregate 
circulation  is  increased  £850,000,  or  nearly  three  per  cent. 
whilst  the  bullion  is  diminished  £5,660,000,  or  nearly 
sixty  per  cent. 

Under  these  circumstances  can  it  be  a  matter  of  any 
surprise  that  the  bullion  was  nearly  exhausted  ?  What 
was  to  stop  the  drain  ?  Clearly  not  reduction  of  the 
circulation  ;  for  that  was  increased. 

If  it  be  said  that  the  drain  was  to  be  stopped  by 
paying  away  bullion  until  the  demand  for  it  was  satis- 
fied ;  we  must  first  ask,  what  security  the  country  could 
have,  that  any  given  amount  of  bullion  would  be  suffi- 
cient for  that  indefinite  purpose  ?  And  second,  by  what 
process,  but  that  of  contraction  and  pressure,  is  the 
bullion  so  paid  away  to  be  recovered  ? 

Is  it  not  better,  then,  by  early  contraction  to  put 
restraint  upon  the  drain,  and  thus  prevent  the 
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efflux  of  a  portion  of  the  bullion ;  rather  than  incur  the 
risk  of  a  total  exhaustion  of  the  bullion,  and  the  subse- 
quent necessity  of  submitting  to  the  heavy  pressure  which 
must  necessarily  attend  the  measures  requisite  for  reco- 
vering back  so  large  an  amount  ?  By  this  means  the 
additional  evils  are  avoided,  of  general  alarm,  want  of 
confidence  in  the  safety  of  our  monetary  system,  internal 
drain  of  gold,  further  pressure  on  the  exchanges  by  sale 
of  English  bills  by  foreign  holders,  prolongation  of  the 
period  of  pressure,  &c. 

But  what  was  it  which  in  reality  did  put  a  stop  to  the 
drain  ? 

The  Bank  circulation  underwent  no  diminution  of  any 
consequence ;  and  the  decrease  of  country  issues  in  the 
last  quarter  cannot  be  considered  as  an  efficient  cause,  it 
was  rather  an  effect. 

The  drain  was  stopped  by  the  prevalence  of  general 
apprehension  and  alarm,  which  checked  confidence  and 
credit,  and  rendered  a  given  amount  of  circulation  less 
efficient.  This  alarm  arose  from  a  knowledge  of  the 
exhausted  state  of  the  bullion,  and  of  the  heavy  drain 
still  in  operation ;  which  it  might  be  expected  would 
necessitate  some  extraordinary  and  very  severe  measure 
on  the  part  of  the  Bank. 

Without  this  knowledge  of  the  state  of  the  bullion,  it 
is  not  unreasonable  to  believe,  that  the  public  mind 
would  have  remained  in  a  state  by  which  credit  and  the 
efficiency  of  the  circulation  would  have  been  unaffected ; 
and  the  amount  of  the  circulation  being  also  undimi- 
nished,  the  drain  of  the  bullion  would  have  continued 
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until  the  stock  was  absolutely  exhausted.  Hence  we  see 
the  importance, 

First,  Of  the  publication  of  the  accounts  of  the  Bank, 
from  which  many  persons  apprehended  the  greatest 
danger.  It  is  to  the  knowledge  which  the  public  derives 
from  them,  that  we  owe,  in  a  great  degree,  the  preserva- 
tion of  our  monetary  system  during  the  year  1839. 

Second,  Of  the  one  measure  by  which  the  Bank  of 
England  effectually  contributed  to  check  the  efflux  of 
bullion,  viz.,  raising  the  rate  of  interest ;  because  by  this 
act  she  gave  warning,  though  too  tardily,  to  the  public, 
and  strengthened  and  confirmed  that  alarm  which  had 
become  necessary  for  our  preservation.  We  thus  see  the 
value  of  this  measure,  which  some  persons  have  most 
strangely  represented  as  having  been  wholly  inefficacious; 
and  also  the  policy  of  that  change  in  the  law  which  has 
admitted  of  such  a  step. 

It  is  sometimes  said  that  a  rise  in  the  rate  of  interest 
is  inefficacious,  because  it  is  often  followed  by  an  in- 
creased demand  on  the  Bank  for  discounts.  The  answer 
to  this  is — First,  that  the  demand  would  probably  be 
greater  if  the  rate  were  not  raised.  Second,  and  espe- 
cially, that  the  measure  tends  to  produce  a  contractive 
effect  upon  the  country  circulation,  and  still  more  on  the 
state  of  confidence  and  of  the  auxiliary  currency  which 
rests  upon  that  confidence. 

Third,  We  may  clearly  deduce  from  these  events,  the 
probable  inefficiency  of  any  plan  for  enabling  the  Bank 
to  soften  or  postpone  the  contraction  of  circulation  as  the 
bullion  diminishes. 


DEPARTMENTS  OF  THE  BANK  OF  ENGLAND.   265 

The  drain  must  either  be  stopped  gradually  by  an 
early  and  timely  contraction  of  circulation,  or  it  will  in 
the  last  stage  be  stopped  by  alarm  approaching  to  panic 
on  the  part  of  the  public. 

The  advantage  attending  the  first  course  is,  that  the 
restrictive  action  is  early,  gradual,  founded  upon  prin- 
ciple, certain  in  its  effect,  always  under  control,  its  nature 
and  its  extent  known  to  everybody. 

The  evil  attending  the  latter  course  is,  that  it  is  late ; 
that  instead  of  preceding  and  preventing,  it  springs  out 
of,  alarm ;  that  it  is  uncertain  in  the  extent  of  its  action 
and  under  no  control ;  that  it  acts  upon  an  evil  grown 
more  extensive  and  strong  from  longer  duration,  and 
therefore  requiring  more  severe  pressure  to  correct  it; 
that  in  the  very  act  of  restraining  the  foreign  drain,  it 
incurs  the  hazard  of  creating  an  internal  drain  from 
alarm,  and  also  an  uneasy  feeling  on  the  part  of  foreign 
holders  of  English  bills  of  exchange,  which  induces  them 
to  withdraw  their  investment  from  these  securities,  and 
thus  produces  a  further  derangement  in  the  state  of  the 
exchanges. 

Suppose  that,  during  1 838,  the  aggregate  circulation, 
instead  of  increasing  largely,  had  been  diminished  in 
correspondence  with  the  bullion,  and  consequently  had 
stood  in  December,  1838,  at  £28,873,000  instead  of 
£30,694,000,  at  which  we  find  it  at  that  time;  is  it 
possible  to  doubt  that  we  should  have  been  better  pre- 
pared to  face  the  monetary  difficulties  of  1839,  or  that 
those  difficulties  would  by  this  means  have  been  mate- 
rially diminished  in  their  severity  ? 
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Such  contraction  occurring  in  1838  would  have  pro- 
duced none  but  easy,  salutary  ^  and  even  acceptable 
restraint.  The  expansion  which  occurred  instead  of  it, 
we  can  hardly  doubt,  laid  the  ground  for  greater  subse- 
quent mischief;  and  the  public  alarm  which  occurred  in 
1839,  from  the  absence  of  contraction  in  1838,  produced 
greater  pressure  upon  the  money-market  with  much  less 
cettain  protection  to  our  specie  payments. 

IV.  From  this  review  of  the  progress  of  the  circula- 
tion in  connection  with  the  two  monetary  crises  of  1837 
and  1839,  it  is  scarcely  possible  to  doubt,  that  those 
crises  were  intimately  connected  with  mismanagement  of 
the  circulation ;  and  that  a  large  portion  of  the  intensity 
which  characterized  them,  is  attributable  to  the  non- 
contraction  of  the  aggregate  paper  circulation  of  the 
country  in  correspondence  with  the  decrease  of  the  bul- 
lion in  its  early  stages. 

We  have  the  authority  of  Mr.  Tooke  in  his  History 
of  Prices,  vol.  iii.  p.  90,*  that  f(  earlier  measures  of  con- 


*  "  Credit,  indeed,  is  taken  by  the  Bank  of  England,  for  having, 
although  at  the  risk  of  suspension,  preserved  the  commerce  of  the 
country  from  the  injury  to  it  which  might  have  resulted  from  earlier 
and  more  effectual  measures  for  the  contraction  of  the  circulation. 
But  there  is  every  reason  to  believe,  that  earlier  measures  for  con- 
traction, on  the  part  of  the  Bank,  would  have  obviated  the  necessity 
for  more  stringent  ones  later,  and  that  the  commerce  of  the  country 
would  now  be  in  a  more  satisfactory  position  if  the  proper  legitimate 
measures  for  regulating  the  exchanges  had  been  sooner  adopted.'' — 
Tooke 's  History  of  Prices,  vol.  iii.  p.  90. 
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traction  would  have  obviated  the  necessity  for  more 
stringent  ones  later." 

We  have  further  the  same  authority  that  the  drains 
of  1782-3  and  of  1795-6  were  surmounted  and  the 
exchanges  effectually  stopped  by  a  resolute  and  extra- 
ordinary degree  of  contraction  of  the  circulation ;  though 
they  arose  from  payments  for  foreign  corn,  support  of 
troops,  subsidies,  &c. — p.  71. 

We  have  also  the  same  authority  for  the  necessity  of 
strictly  maintaining  paper  upon  a  level  with  the  value  of 
gold.  ((  It  is  the  business  of  a  Bank  that  administers  a 
paper  currency  in  exchange  for  gold,  or  in  lieu  of  gold,  to 
have  no  other  end  in  view  than  that  of  preserving  its 
paper  strictly,  correctly,  and  invariably  upon  a  level 
with  the  value  of  gold."—  Tooke's  Evidence,  1832,  Qu. 
3830. 

et  I  agree  with  him  (Mr.  Mushet)  in  the  general  rules 
which  he  would  have  proposed  for  the  management  of  the 
circulation  of  paper  by  the  Bank  of  England ;  he  consi- 
dered, as  I  do,  that  when  there  was  a  drain  upon  its 
coffers,  it  should  suppress  the  paper  in  proportion  as  it  was 
called  upon  for  the  gold? — Ibid.  Qu.  3844. 

Upon  the  two  recent  occasions  we  have  had  no  such 
'  resolute  contraction  of  the  circulation,'  and  conse- 
quently, though  there  have  been  no  foreign  subsidies  to 
provide  for,  we  have  had  imminent  danger  to  our  mone- 
tary system. 

But  have  we  avoided  the  other  evil,  pressure  upon 
the  money-market  and  upon  trade?  Undoubtedly  we 
have  not. 
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In  the  management  of  the  circulation  we  have  for- 
borne to  contract,  upon  the  commencement  of  a  drain 
upon  the  bullion,  and  we  have  vacillated  in  our  action 
throughout.  The  consequence  has  been  the  usual  result 
of  such  conduct ;  we  have  lost  the  advantages  and  in- 
curred the  evils  of  both  courses  ;  we  have  suffered  heavy 
pressure,  and  we  have  not  avoided  imminent  danger  to 
our  specie  payments. 

It  is  not  denied  nor  doubted  by  any  person  that  con- 
traction of  the  circulation  in  strict  accordance  with  the 
decrease  of  the  bullion  would  effectually  protect  the 
bullion  from  exhaustion.  But  it  is  contended,  that  such 
correspondence  of  fluctuation,  strictly  enforced,  would 
produce  more  sudden  and  violent  changes  in  the  state  of 
the  money-market  and  of  credit  than  occur  under  the 
present  system. 

"  Although  over-banking  and  over-trading  might  not, 
under  a  rigid  metallic  variation,  proceed  so  far  as  they 
might  in  the  case  of  an  accompanying  increase  of  paper- 
money,  the  transition  to  a  state  of  discredit,  although 
perhaps,  but  not  certainly,  within  a  shorter  range  in 
point  of  time,  would  in  some  instances  be  more  severe ; 
that  is,  the  transition  from  a  low  to  a  high  rate  of  interest 
might  be  more  abrupt,  and  to  a  higher  rate,  and  conse- 
quently a  revulsion  of  credit,  if  there  had  been  previous 
over-trading,  would  be  more  sudden  and  more  severely 
fe\t»—Tooke,  p.  179. 

"  The  grounds  which  I  have  ventured  to  suggest  for 
hesitation  as  to  the  policy  of  adopting  the  separation  of 
d (Apartments,  is  the  question,  whether  there  are  not 
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considerations   of   the    greater  convenience   attending    the 
working  of  the  present  less  scientific  system." — p.  252. 

"  The  more  anomalous  but  more  accommodating  system, 
which  by  the  union  of  circulation  and  deposits  allows  the 
action  of  the  foreign  exchanges  to  operate  upon  the 
bullion  in  such  a  manner  as  that,  if  the  amount  of  it  be  of 
sufficient  magnitude,  the  money-market  may  be  little  if  at 
all  disturbed."— p.  252. 

The  grounds  upon  which  it  may  be  doubted  whether 
greater  occasional  revulsions  of  credit  would  arise  from 
separation  of  the  departments,  have  been  stated  in  the 
preceding  remarks ;  those  who  read  them  must  form  their 
own  judgment  on  that  point. 

It  is  however  satisfactory  to  be  able  to  find,  in  the 
same  work  from  which  the  foregoing  passages  are  quoted, 
some  consolation  under  severe  action  upon  the  rate  of 
interest  and  the  state  of  credit,  should  such  occur ;  and  it 
is  also  a  little  curious  to  measure  the  value  of  those  con- 
siderations of  greater  convenience  attending  the  working  of 
the  present  less  scientific  but  more  accommodating  system, 
by  principles  which  are  laid  clown  in  the  same  work. 

"  There  were  periods,  indeed,  even  during  the  restric- 
tion on  cash  payments,  when  a  rate  of  discount  by  the 
Bank  of  eight  or  ten  per  cent,  would  have  been  consi- 
dered preferable  to  some  of  the  limitations  which  then 
prevailed  ;  and  among  others,  the  length  of  the  bills  being 
confined  to  sixty-one  days,  instead  of  the  present  limit  of 
ninety-five  days.  At  the  same  time,  /  am  not  at  all  pre- 
pared to  say  that  there  are  not  some  advantages  attending 
this  more  severe  mode  of  limitation. 
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ts  In  an  ambitious  and  enterprising  commercial  com- 
munity, among  whom  there  is  generally  a  tendency  to 
outrun  the  due  bounds  of  credit)  inevitably  leading  to  a 
reaction,  it  is  desirable  to  hold  out  a  constant  memento 
against  the  risks  of  over  -trading  ;  and  this  is  most  effec- 
tually done  by  the  occasional  recurrence  of  periods  in 
which  there  is  a  difficulty,  or  at  least  a  diminished  facility, 
in  realizing  the  best  securities" — p.  138. 

et  The  claims  of  the  public  require  that  the  due 
regulation  of  the  currency  should  not  be  made  subservient 
to  considerations  of  partial  convenience  to  particular 
branches  of  the  trading  community.  I  say  partial  con- 
venience to  particular  branches,  because  it  cannot  be  too 
often  repeated  that  an  interference  with  the  due  regulation 
of  the  currency  can  never  be  for  the  general  benefit  of 
trade." -p.  137. 

"  There  is  reason  to  believe  that  the  trade  and 
manufactures  of  the  country  would  be  generally  in  a 
sounder  state  if  they  depended  less  upon  what  is  called 
banking  accommodation ;  and  that  they  have  been  more 
injured  than  benefited  on  every  occasion  in  which  (except 
1825)  the  Bank  has  departed  from  its  own  supposed  rule 
of  regulating  its  issues  by  the  exchanges,  in  order,  as 
alleged,  to  prevent  inconvenience,  or  discredit  to  the  com- 
merce of  the  country" — p.  113.* 

V.  The  revulsion  of  1837   was  the  consequence  of  a 

*  "  Do  you  conceive  that  a  SUDDEN  fall  of  prices  is  productive  of 
less  distress  than  a  gradual  fall  of  prices  ?— I  am  not  quite  clear  on 
this  point.  I  know,  however,  many  instances  in  which  persons  have 
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long  preceding  period  of  prosperity,  which  had  generated 
excessive  credit,  over-trading,  and  over-banking. 

These  effects  were  exhibited  more  particularly  in 
excessive  credits  given  to  the  United  States,  in  the 
negotiation  in  this  market  of  American,  Dutch,  and  other 
foreign  securities  to  a  great  amount,  in  the  rapid  and 
excessive  expansion  of  Joint-Stock  Banking  in  this  coun- 
try, and  excessive  credits  given  by  them. 

From  1833  to  1836  there  were  established  in  England 
72  Joint- Stock  Banks,  in  Ireland  13  ditto. — See  H.  Palmer 
on  Causes,  &c.  p.  10. 

Had  the  bullion  been  strictly  followed  as  a  guide  in 
regulating  the  amount  of  the  paper  circulation,  the  check 
to  this  course  of  things  would  have  been  applied  at  an 
early  period,  in  September  1833,  and  would  have  been 
kept  in  steady  operation  until  the  rectification  had  been 
effected. 

But  under  our  present  more  "  convenient  and  accommo- 
dating" system,  the  aggregate  paper  circulation  was  kept 

been  ruined  by  a  gradual  fall  of  prices,  who  would  have  been  safe  if 
it  had  been  a  sudden  one  ;  nothing  is  more  injurious  to  parties  who 
continue  to  hold  than  a  long  protracted  fall. 

"  Is  it  your  opinion  that  if  the  fall  in  prices  is  equal  in  amount, 
it  is  less  detrimental  to  commerce  that  it  should  take  place  at  once 
than  that  it  should  take  place  gradually  ? — In  a  very  large  proportion 
of  cases  I  should  say  it  is  better  that  it  should  take  place  imme- 
diately ;  there  never  is,  in  any  particular  article  of  any  trade,  a  sound 
state  till  the  impression  has  become  perfectly  general  and  confident 
in  all  classes  of  consumers  that  the  price  has  seen  its  lowest  ;  every 
body  knows,  who  has  any  experience  in  trade,  that  the  moment  such 
impression  prevails  there  is  an  end  of  distress  among  the  persons  con- 
cerned in  that  particular  article.— Tooke1  s  Evidence,  1832,  Qu.  3882-3. 
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at  its  full  amount  during  a  heavy  drain  of  bullion  from 
September  1833  till  1837 ;  no  attempt  to  check  that 
drain  was  made  through  the  medium  of  management  of 
the  circulation :  — 

The  result  was  the  crisis  of  1837. 

The  next  crisis,  i.e.  the  drain  upon  the  bullion  in  1839, 
was  the  result  of  several  circumstances : — 

1.  Large  importation  of  foreign  corn. 

2.  Large  importation  of  American  securities. 

3.  Large  mercantile  credits  given  to  America. 

4.  Peculiar  state  of  credit  in  France  and  Belgium. 

5.  Peculiar  circumstances  connected  with  the  cotton 
speculation. 

"  The  importation  of  the  raw  cotton  had  been  prin- 
cipally paid  for  by  advances  which  the  consignees  on  this 
side  obtained  upon  it." — Tooke,  p.  74. 

Here,  again,  had  the  management  of  the  circulation 
followed  the  indications  of  the  bullion,  the  check  to  the 
importation  of  foreign  securities,  to  the  excessive  mer- 
cantile credits,  and  to  the  advances  made  to  the  consignees 
of  cotton,  would  have  been  applied  early  in  1838. 

Under  the  present  system,  however,  the  aggregate 
circulation  continued  to  increase  in  the  face  of  diminishing 
bullion,  and  was  higher  in  June,  1839,  than  in  March, 
1838. 

The  result  was  the  exhausted  state  of  the  bullion,  and 
the  general  alarm  of  the  autumn  of  1839. 

Can  it  be  doubted,  that  by  applying  contraction  of 
circulation  simultaneously  with  contraction  of  bullion,  at 
the  commencement  of  1838,  the  evil  would  have  been 
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arrested  at  an  early  period,  and,  in  that  case,  could  never 
have  reached  the  height  to  which  it  attained  under  the 
opposite  course  of  procedure  ? 

The  case  appears  to  have  been  the  same  with  respect 
to  the  convulsion  of  1825. 


Bullion. 

Bank  Circulation. 

1824. 
February  

£ 

13,810,000 

£ 
19,736,000 

August  

11,787,000 

20,132,000 

1825. 
February 

8  779  000 

20  753  000 

August  

3  634  000 

19  398,000 

The  returns  of  the  country  issues  during  this  period 
are  not  given,  but  it  is^beyond  all  doubt  that  they  under- 
went a  very  large  increase.* 

Here,  again,  is  a  crisis,  preceded  by  a  long  continued 
decrease  of  bullion  and  a  large  increase  of  paper  circula- 
tion. The  panic  of  1825  was  the  result' of  this  course; 

*  Mr.  Tooke,  in  his  pamphlet  of  1826  (p.  39),  estimates  this 
increase  to  have  been  between  six  and  seven  millions.  This  probably 
is  an  exaggerated  estimate. 

Lord  Liverpool,  in  his  speech,  February  17,  1826,  states  the 
country  circulation  to  have  been, 

1823 ^4,000,000 

1824 6,000,000 

1825 8,000,000 

Mr.  Burgess,  in  his  evidence,  (1832)  qu.  5165,  states  that  "the 
circulation  of  Country  Bankers  was  at  the  lowest  in  the  year  1823, 
and  the  highest  in  the  year  1825,"  although  he  estimates  the  increase 
at  only  16  per  cent.  From  these  conflicting  estimates  it  is  suffi- 
ciently evident  that  the  country  circulation  increased  largely  during 
the  period  in  question,  but  that  the  amount  of  the  increase  cannot 
be  exactly  ascertained. 
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but  had  the  circulation  been  contracted  with  the  bullion 
from  the  beginning  of  1824,  can  any  person  entertain  a 
doubt  that  the  revulsion  of  credit  in  the  latter  part  of 
1825  would  have  been  infinitely  less  sudden  and  less 
severely  felt  ? 

It  ought  to  be  observed,  with  respect  to  the  above 
statements,  that,  during  1834,  5,  6,  contracts  were  suc- 
cessively entered  into  for  the  substitution  of  the  Bank  of 
England  notes  for  those  of  private  issuers ;  and  allowance, 
therefore,  increasing  the  country  issues  and  diminishing 
the  Bank  issues  pro  tanto,  ought  to  be  made. — See 
Norman's  Remarks,  p.  78. 

To  the  aggregate  circulation  of  the  Bank  of  England 
issues  and  the  country  issues,  those  of  Scotland  and  Ire- 
land ought  to  be  added.  But  unfortunately  we  are 
without  the  means  of  ascertaining  the  amount  of  them. 

We  learn,  however,  from  a  statement  given  in  Mr. 
Norman's  "Remarks,"  (p.  77,)  that  the  paper  circulation 
of  Ireland  increased  from  December,  1833,  to  December, 
1836,  a  period  of  continuous  and  heavy  decrease  of  bullion. 

Circulation  of  Ireland,  Dec.  1833,  £5,081,000 
Ditto,  Dec.  1836,      5,864,000 


Increase £783,000 

Of  the  fluctuations  of  the  Scotch  issues  we  have  no 
means  of  obtaining  any  knowledge. 

VI.  By  the  statements,  however,  which  are  before  us, 
the  following  facts  are  established  beyond  the  possibility 
of  question : — 
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1.  That  both  the  convulsions  of  1837    and   1839    were 
preceded  by  a  long-continued  drain  of  bullion,  lasting, 
in  the  first  instance,  three  years,  with  a  slight  interrup- 
tion ;  in  the   second,  eighteen    months ;    and  in  both 
cases    commencing    slowly,    and   acquiring    increased 
rapidity  and  violence  as  it  advanced. 

2.  That  in  both  cases  the  drain  of  bullion  was  met  by  an 
increase  of  the  Country  Issues  and  of  the  aggregate 
paper  circulation  of  England  ;  whilst  the  Bank  circula- 
tion fluctuated  very  irregularly,  and  in  each  case  stood 
as  high  when  the  bullion  was  reduced  to  a  low  point, 
as  it  did  when  the  bullion  was  at  its  maximum. 

3.  That  in  both  cases  the  crisis  was  preceded  by  a  re- 
markable advance  of  the  country  issues  from  a  mini- 
mum   to    a    maximum   amount   during   the    drain   of 
bullion. 

4.  That  so  far  as  we  have  any  means  of  forming  a  judg- 
ment of  the  Irish  paper  circulation,  we  are  led  to  con- 
clude that  its  action  was  of  a  similar  character  to  that 
of  the  paper  circulation  in  England. 

5.  That  there  exists  no  reason   for  supposing   that  the 
Scotch  circulation  differed  in  this   respect  from  that  of 
England  and  Ireland. 

6.  That  this  conflicting  action  of  decrease  of  bullion  with 
increase  of  circulation  was,  in  both  cases,  followed  by 
a  crisis  characterised  by  danger  to  our  monetary  system, 
extensive  destruction  of  credit,  and  a  state  of  general 
pressure  and  alarm.* 

*  Mr.  Hawes,  in  his  speech  against  the  second  reading  of  the 
Bill,  which  he  has  since  published,  asserts,  in  the  most  unqualified 

T  2 
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With  those  events  let  us  now  contrast  another 
period,  during  which  a  decrease  of  bullion  is  accom- 
panied by  a  decrease  of  circulation  corresponding  steadily 


manner,  that  "  no  tangible  proof  whatever  has  been  adduced  of  an 
excess  of  issues,  or  of  a  depreciation  of  the  paper  circulation  ;  nor 
has  any  injurious  result  been  traced  to  the  operation  of  the 
present  system  which  can  be  shewn  to  be  within  the  reach  of  legisla- 
tion, or  which  may  not  be  more  safely  left  to  be  corrected  by  the 
results  of  increased  intelligence  and  experience."  I  submit  to  his 
consideration  the  monetary  events  preceding,  and  connected  with 
the  crises  of  1825,  1837,  and  1839.  A  careful  investigation  of  these, 
I  think,  must  lead  a  candid  mind,  really  seeking  the  truth,  to 
qualify,  if  not  indeed  altogether  to  abandon,  the  above  assertion. 

I  may  avail  myself  of  this  opportunity  to  remark  that  the  same 
speech  (p.  19  to  23)  evinces  a  most  extraordinary  misconception  of 
the  true  meaning  of  the  rule  which  requires  "  the  aggregate  circu- 
lation of  the  country  to  conform  to  the  fluctuations  of  the  bullion," 
and  of  the  results  which  would  arise  under  the  application  of  that 
rule.  The  advocates  of  this  principle  contend,  that  the  aggregate 
circulation  should  sustain  an  increase  or  decrease  of  amount,  equal  to 
the  increase  or  decrease  of  the  amount  of  the  bullion  ;  and  to  pro- 
duce this  result,  or  something  very  nearly  approaching  it,  is  the 
object  of  the  present  Bill.  But  Mr.  Hawes  interprets  the  rule  as 
requiring,  that  the  increase  or  decrease  of  the  aggregate  circulation 
shall  be,  not  equal  to  the  increase  or  decrease  of  the  bullion,  but 
that  it  shall  be  in  the  proportion  which  the  total  amount  of  the  cir- 
culation bears  to  the  amount  of  the  bullion.  From  this  misconception 
Mr.  Hawes  deduces  consequences,  and  charges  them  upon  the  advo- 
cates of  the  rule  in  question,  which,  however,  they  utterly  repudiate  ; 
because  such  results  are  altogether  inconsistent  with  the  principles 
of  their  reasoning,  and  will  not  arise  under  a  correct  application  of 
the  rule  for  which  they  contend,  nor  under  the  provisions  of  the 
Bill  against  which  the  speech  in  question  is  directed. 
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with    the  bullion  in  its  progress,  though  not  to  an  equal 
amount. 


Bullion. 

Bank  Circulation. 

1830. 
August    
1831. 
February  

£ 
11,150,000 

8,217,000 

£ 

21,464,000 
19,600,000 

August 

6  439  000 

18  533  000 

1832. 
February 

5  293  000 

18  051  000* 

On  this  occasion  the  drain  upon  the  bullion  does  not, 
as  in  all  the  other  cases,  terminate  in  a  crisis. 

"  Although  during  this  period  the  bullion  in  the  Bank 
was  diminished  from  twelve  millions  to  five  millions,  yet, 
in  the  progress  of  this  reduction,  as  there  was  no  excite- 
ment, and  no  undue  credit  given  by  the  banks  in  the 
interior  of  the  country,  the  interest  of  money  gradually 
rose  from  two-and-a-half  to  four  per  cent. ;  and  then 
without  discredit  or  distrust  of  any  kind,  the  bullion  re- 
turned into  the  coffers  of  the  Bank,  and  money  nearly 
resumed  its  former  value." — Horsley  Palmer  on  Causes, 
&c.,  p.  6. 

In  this  case  it  is  not  improbable  that  a  complete 
statement  of  the  paper  circulation  of  the  whole  kingdom 
would  show  a  fluctuation  of  amount  very  nearly  approach- 
ing to  a  strict  correspondence  with  the  bullion. 

It  is  very  much  to  be  regretted  that  we  have  not  the 
data  from  which  to  form  such  a  table. 


*  See  Appendix,  No.  28,  to  Report  from   Select  Committee  011 
Banks  of  Issue,  1840. 
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Enough,  however,  has  been  stated  to  establish  this 
very  remarkable  fact, 

That  in  three  out  of  the  four  occasions  on  which  the 
bullion  has  sustained  a  very  heavy  drain,  since  the 
resumption  of  cash  payments  in  1819,  the  paper  cir- 
culation has  been  increased  rather  than  diminished  ;  and 
these  have  all  terminated  in  severe  pressure  upon  credit 
and  trade,  viz.  in  1825,  1837,  1839.  Whilst  in  the 
remaining  case,  the  drain  of  bullion  was  met,  from  the 
commencement,  by  a  corresponding  decrease  of  paper 
circulation,  and  this  passed  off  without  discredit  or  dis- 
trust of  any  kind. 

VII.  Upon  a  due  consideration  of  these  facts,  the 
public  is  called  upon  to  come  to  a  decision  upon  two 
questions  of  the  utmost  importance. 

First,  Whether,  under  the  existing  system  of  paper 
issues,  the  fluctuations  of  the  amount  of  the  paper  cir- 
culation of  the  kingdom  can  be  properly  regulated. 

Second,  Whether  a  separation  of  the  function  of  issue 
from  that  of  banking,  and  a  consequent  regulation  of  the 
amount  of  the  paper  issues  in  accordance  with  the 
fluctuations  of  the  bullion,  would  augment  or  diminish 
the  intensity  and  extent  of  those  fluctuations,  as  well  as 
tend  to  secure  greater  or  less  steadiness  to  the  state  of 
confidence  and  credit,  and  greater  or  less  security  to  our 
monetary  system. 

Of  the  practical  difficulties  which  may  attend  the 
attempt  to  carry  on  the  separated  departments  under  the 
superintendence  of  the  same  body,  those  only  who  have 
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had  experience  in  the  management  of  the  Bank  can  form 
a  competent  judgment. 

The  principle,  however,  of  making  the  fluctuations  of 
the  paper  issues  conform  to  those  of  the  bullion  seems  to 
be  essential  to  the  good  management  of  the  circulation ; 
and  without  a  separation  between  the  currency  and 
banking  departments  this  principle  can  hardly  be  carried 
out  with  effect. 

To  form  a  just  judgment  of  the  manner  in  which  the 
regulation  of  the  paper  circulation  in  accordance  with  the 
bullion  would  work ;  the  principle  must  be  supposed  to 
be  applied,  not  in  the  advanced  stage  of  the  drain  of  bul- 
lion, but  in  its  commencement ;  before  excessive  con- 
fidence and  credit  have  continued  long  enough  to  work 
their  full  measure  of  mischief;  before  the  drain  has  be- 
come rapid  in  its  progress  or  has  materially  diminished 
the  stock  of  bullion;  and  before  a  knowledge  of  these 
circumstances  has  produced  alarm  and  apprehension  upon 
the  public  mind.  It  is  upon  this  early  application  of  the 
principle,  and  the  steady  adherence  to  it  from  the  outset, 
that  the  safety  and  efficacy  of  its  action  depends.  If  by 
procrastination  at  the  outset,  we  once  part  company  from 
principle,  the  attempt  at  a  subsequent  stage  to  commence 
a  strict  adherence  to  it  may  no  doubt  be  found  difficult, 
and  not  free  from  danger. 

Hence  arises  the  importance,  and,  indeed,  the  neces- 
sity, of  applying  the  principle,  if  at  all,  to  the  whole 
paper  circulation  of  the  kingdom,  and  not  to  that  of  the 
Bank  of  England  alone.  If  the  contraction  of  the  issues 

O 

of  the  Bank  be  met,  even  temporarily,  by   an  expansion 
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of  the  issues  of  other  parties,  the  amount  of  the  aggregate 
paper  circulation  may  be  kept  up  during  the  first  stages 
of  the  drain  upon  the  bullion  ;  and  the  critical  oppor- 
tunity, at  which  alone  the  principle  can  be  brought  into 
operation  with  perfect  confidence,  may  be  lost. 

VIII.  One  difficulty  has  been  suggested  as  liable  to 
attend  the  plan  of  a  strict  regulation  of  the  paper  circula- 
tion in  accordance  with  the  bullion,  which  deserves  at- 
tention. In  this  country  an  immense  mass  of  liabilities 
exist  which  are  subject  to  be  paid  on  demand,  and  if,  in 
consequence  of  panic  or  any  other  cause  influencing  a 
great  number  of  persons  simultaneously,  the  payment  of 
a  large  portion  of  these  liabilities  should  be  demanded  at 
the  same  time,  either  the  circulation  must  be  largely  in- 
creased, or  the  parties  liable  to  such  demands  must  be 
seriously  embarrassed. 

Upon  this  point  it  may  be  remarked— 

1.  That  such  panics,  as  are  supposed  in  this  case,  have 
usually,  if  not  invariably,  originated  in  a  bad  state  of  the 
paper  circulation;    and    that  a   regulation    which    shall 
secure  a  perfectly  safe  and  sound  system  of  paper  circula- 
tion, will  by  so  doing  greatly  reduce  the  probability  of 
the  occurrence  of  such  a  panic. 

2.  That  some  loose  habits  of  business  and  unguarded 
forms  of   obligation    have    become    prevalent,  in  conse- 
quence of  the  '  accommodating '  nature  of  our  paper  circu- 
lation ;  and  that   probably  all  parties   would   be   rather 
benefited  than  injured,  by  an  increased  degree  of  care 
and  strictness  on  these  points.      Institutions   to    receive 
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the  deposits  of  small  capitalists  and  allow  an  interest 
upon  them  are  no  doubt  highly  convenient  and  beneficial 
to  the  public;  but  it  admits  of  very  reasonable  doubt, 
whether  it  is  a  safe  or  an  expedient  system,  to  prevail 
throughout  a  country,  of  holding  those  deposits  to  an 
immense  amount,  payable,  not  on  moderate  notice,  but 
immediately  on  demand ;  an  obligation  which,  if  the 
demand  be  made  by  the  mass  of  depositors  simul- 
taneously, it  would  obviously  be  impossible  to  fulfil. 

A  little  more  strictness  in  the  management  of  our 
paper  circulation  might  probably  lead  to  some  more 
prudent  regulations  on  this  subject ;  a  change  which 
might  be  effected  with  no  inconvenience,  and  by  which 
probably  all  parties  would  in  the  end  be  benefited. 

3.  That   the    difficulty    under    consideration    is    not 
created  by  the    substitution  of  a  paper  for   a   metallic 
currency — it  is  not  a  difficulty  peculiar  to  a  paper  cur- 
rency, but  would  equally  exist  with  a  metallic  circula- 
tion. 

4.  That  in  other  matters  we  are  habitually  and  daily 
incurring  a  similar  danger ;  without,   however,  deeming 
such  liability  to  constitute  a  sufficient  objection  to  the 
system  which  necessarily  involves  it.     For  example — the 
use  of  a  paper  currency,  convertible  but  not  represented 
by  an  equal  amount  of  gold  in  deposit,  necessarily  in- 
volves the  danger,  arising  from  panic  or  political  causes, 
and  not  from  a  real  depreciation  in  the  value  of  the  paper 
currency,  of  a  sudden  demand  for  gold  in  exchange  for 
all  the  notes ;  which,  of  course,  could  not  be  met  on  the 
moment. 
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The  proper  reserve  of  bullion  is  usually  considered  as 
one-third  of  the  Bank  of  England  circulation,  which  is 
itself  about  one-half  of  the  paper  circulation  of  the  king- 
dom. Consequently  the  bullion  seldom,  even  at  an 
ordinarily  full  period,  exceeds  one-sixth  of  the  paper 
circulation.  Should  panic  or  any  other  cause  produce 
the  simultaneous  presentation  of  a  large  proportion  of 
this  paper  circulation  for  gold,  the  demand  could  not  be 
met. 

Take  again  the  case  of  the  Savings'  Banks.  The 
Government  has  subjected  itself  to  a  simultaneous 
demand  to  the  extent  of  the  deposits  in  these  banks, 
fifteen  or  sixteen  millions.  What  would  be  the  effect  of 
such  a  demand  should  it  occur  ? 

5.  If,  after  all,  the  danger  is  deemed  to  be  of  such  a 
nature  as  to  require  an  efficient  provision  against  it— 
this  is  to  be  found,  not  in  a  general  abandonment  of  the 
attempt  to  place  the  management  of  the  circulation  under 
some  fixed  principle ;  but  in  that  power,  which  all 
Governments  must  necessarily  possess,  of  exercising 
special  interference  in  cases  of  unforeseen  emergency 
and  great  state  necessity. 

6e  The  consequences  of  sudden  alarm  cannot  be  mea- 
sured. They  baffle  all  ordinary  calculation.  Cash  is 
then  withdrawn,  not  because  the  circulation  is  excessive, 
but  by  the  country  banks  and  the  town  bankers,  for  the 
purpose  of  meeting  possible  demands  upon  them,  and  by 
the  community  at  large,  either  directly  from  the  Bank,  or 
indirectly  through  the  former  channels,  for  the  purpose  of 
hoarding,  from  the  dread  of  some  imaginary  or  contingent 
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danger.  In  such  a  crisis,  every  reduction  in  the  amount 
of  Bank  paper  is  so  far  from  checking  the  drain,  that  it 
aggravates  the  general  distress ;  because  the  gold  which 
is  taken  out  of  the  Bank,  instead  of  being  substituted  in 
circulation  for  the  notes  withdrawn  from  it,  is  for  the 
most  part  locked  up,  and  thus,  in  proportion  as  the 
stagnant  and  straitened  circulation  wants  life  and  aid, 
it  becomes  every  day  more  embarrassed,  whilst  each  new 
calamity  produced  by  such  a  state  of  things,  contributes 
to  spread  and  increase  the  general  apprehension.  It  is 
therefore  manifest,  that  by  a  possible  combination  of 
circumstances,  the  Bank  might  be  driven  to  part  with  its 
last  guinea,  not  only  without  having  checked  the  drain, 
but  with  the  certainty  of  increasing  it,  in  proportion  as 
the  amount  of  their  notes  was  diminished.  At  such  a 
moment,  the  preservation  of  the  Bank  from  actual  failure, 
though  an  important,  is  but  a  secondary  consideration : — 
that  of  the  country  is  the  first.  The  possible  cases,  how- 
ever, which  may  call  for  such  an  intervention  of  power,  are 
not  capable  of  being  foreseen  or  defined  by  law.  The  neces- 
sity may  not  occur  again  ;  if  it  should,  the  application  of 
the  remedy  must  be  left  to  those  who  may  then  be  at  the  head 
of  affairs,  subject  to  their  own  responsibility  and  the  judg- 
ment of  Parliament" — Huskisson,  p.  147.* 

*  These  remarks  of  Mr.  Huskisson  furnish  the  true  answer  to 
the  Memorial  of  some  of  the  London  Bankers,  in  which  they  urged 
the  introduction  of  a  special  clause  to  facilitate  the  suspension  of  the 
operation  of  the  Bill  in  periods  of  peculiar  pressure  on  the  money- 
market.  To  accede  to  such  a  request  would  be  virtually  to  destroy 
the  efficacy  of  the  measure.  The  commencement  of  a  drain  of  bul- 
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lion,  and  consequently  of  pressure  on  the  money-market,  is  the 
period  at  which  the  provisions  of  the  Bill  become  practically  impor- 
tant ;  and  unless  they  are  then  strictly  adhered  to,  the  whole 
measure  becomes  a  nullity.  A  general  conviction  that  they  will  not 
be  suspended  on  such  occasions  is  essential,  for  producing  through- 
out the  community  that  cautious  forethought  and  that  healthy  tone 
of  self-reliance,  upon  which  the  ^safety  and  utility  of  the  measure 
must  materially  depend.  Any  special  provision,  introduced  into  the 
Bill  itself,  for  suspending  its  application  at  critical  periods,  must 
prove  mischievous,  by  weakening  the  conviction  that  the  measure 
will  be  adhered  to.,  and  thus  checking  the  growth  of  the  feelings  and 
habits  which  are  intimately  connected  with  its  success.  For  all 
contingencies  which  can  be  reasonably  anticipated,  and  which  are 
susceptible  of  being  previously  defined  by  law,  the  firm  application 
of  the  provisions  of  the  Bill  is  essential ;  and  against  the  occurrence 
of  those  contingencies,  which  are  not  capable  of  being  foreseen  or 
defined  by  law,  but  which  are  not  altogether  impossible,  the  Bill 
itself  affords  the  best  protection  which  can  be  obtained.  Should 
a  crisis  ever  arrive  "  baffling  all  ordinary  calculation,"  and  not 
amenable  to  the  application  of  any  ordinary  principle, — a  crisis 
involving  the  exhaustion  of  the  bullion,  but  "not  because  the  circu- 
lation is  excessive,"  the  remedy  must  be  sought,  not  in  the  previous 
provisions  of  the  law,  but  in  the  discretion  of  "  those  who  may  then 
be  at  the  head  of  aifairs,  subject  to  their  own  responsibility  and  to 
the  judgment  of  Parliament." 
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TRADERS  OF  LONDON, 

AGAINST  THE  BANK  CHAETEE  ACT; 
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LONDON. 

1847. 


To  THE  HONOURABLE  THE  COMMONS  OF  THE  UNITED 
KINGDOM,  IN  PARLIAMENT  ASSEMBLED. 


The     humble     Petition     of    the     undersigned     Merchants, 
Bankers,   and   Traders,   of  London, 

Showeth, 

1 .  That  there  has  lately  been  apparent  throughout  the 
commercial  and  manufacturing  community  of  this 
country  an  extent  of  monetary  pressure,  such  as  is 
without  precedent  in  the  memory  of  the  oldest  living 
merchant. 

The  petitioners  commence  their  prayer  with  a  statement 
contrary  to  fact.  The  panic  of  1825,  the  innumerable 
failures  of  provincial  bankers  under  the  former  law,  and 
the  threatened  insolvency  of  the  Bank  of  England  in 
1839,  are  unconsciously  or  conveniently  overlooked,  when 
they  venture  to  affirm  that  the  extent  of  the  recent 
monetary  pressure  is  without  an  example  in  the  memory  of 
the  oldest  living  merchant.  It  is  not  very  easy  to  fix  upon 
any  positive  standard  of  the  extent  or  severity  of  monetary 
pressure.  That  which  is  present  is  naturally  overrated, 
in  comparison  with  that  which  is  past  and  comparatively 
forgotten.  The  rate  of  interest  allowed  by  brokers  upon 
money  held  at  call  may  be  taken  as  a  fair  test  of  the 
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extent  of  monetary  pressure.  The  rate  allowed  by  them 
on  the  present  occasion,  to  which  the  petition  refers,  has 
not  exceeded  4-J  per  cent.  The  same  rate  (4^  per  cent.) 
was  allowed  by  them  in  1836  ;  and  in  the  monetary  pres- 
sure of  1839,  the  rate  allowed  by  them  rose  to  5  per  cent. 
Again,  it  is  surely  very  extraordinary,  that  during  a  state 
of  monetary  pressure,  the  extent  of  which  is  stated  to  be 
without  precedent  in  the  memory  of  the  oldest  living 
merchant,  the  state  of  the  revenue  should  continue  to 
improve.  Notwithstanding  the  high  price  of  food,  there 
has  been  a  steady  increase  of  the  revenue  on  all  those 
items  which  indicate  the  state  of  trade,  the  command  of 
comforts,  or  the  progress  of  wealth.  Is  this  reconcilable 
with  the  unparalleled  extent  of  pressure  described  in  the 
Petition  ? 

It  may  be  further  observed,  that  the  causes  of  pressure 
upon  the  monetary  and  upon  all  other  interests,  arising 
from  circumstances  not  under  the  control  of  any  legislative 
action,  on  the  recent  occasion  have  also!  been  of  an  extent 
which  is  almost  without  precedent. 

2.   That  this  pressure  has  manifested  itself  in  the  fact 
of  the  suspension  of  the  ordinary  facilities  of  business 
— such  as  the  discounting  legitimate  commercial  bills 
of  unquestionable  credit  and  solvency,  and  the  with- 
holding other  ordinary  monetary  accommodation. 
Had  a  pressure  such  as  is  here  described  occurred  under 
the  former  law,    the   drain  of  bullion  would   have  been 
accompanied,  as  on  former  occasions,  by  the  aggravated 
evils  of  domestic   panic,  a  run   for  gold,   the  failure  of 
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private  and  joint-stock  banks  of  issue,  and  the  immediate 
danger,  if  not  the  actual  occurrence,  of  a  suspension  of 
cash  payments  by  the  Bank  of  England.  That  a  monetary 
pressure  such  as  that  which  was  really  experienced  last 
April — and  especially  a  pressure  of  such  severity  as  the 
Petition  describes — could  have  been  induced  without 
causing  a  run  upon  the  banks,  and  endangering  the  con- 
vertibility of  the  circulation,  is  a  practical  demonstration 
of  the  safe  and  beneficial  working  of  the  Act  of  1844. 

3.  That  this  pressure  has  come  upon  the  commercial 
body  at  a  time  when  there  has  been  no  undue  exten- 
sion of  the  ordinary  commerce  of  the  country,   nor 
any  spirit  of  speculation  or  overtrading  afloat,  so  far 
as  the  trading  interest  is  concerned. 

Do  the  petitioners  mean  to  affirm  that  the  trading 
interest  had  no  concern  in  the  spirit  of  speculation,  or 
overtrading,  afloat  during  the  railway  excitement?  Are 
they  prepared  to  show,  that  merchants,  and  bank  directors, 
and  manufacturers,  did  not  withdraw  capital  from  the  ordi- 
nary channels  of  trade,  in  order  to  invest  it  in  railway 
undertakings,  and  to  speculate  in  railway  shares?  But 
pressure  may  undoubtedly  be  brought  upon  the  community 
by  the  act  of  Providence  withholding  its  usual  supplies 
of  food,  although  there  may  have  been  no  undue  extension 
of  the  commerce  of  the  country,  and  the  trading  world 
may  not  be  justly  chargeable  with  over-speculation. 

4.  That  the  deficient  harvest  of  last  year  occasioned 
the  withdrawal  from  the  Bank  of  England  of  a  con- 
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siderable  portion  of  its  bullion,  to  pay  for  imports 
of  food  from  foreign  parts. 

The  only  statement  really  consistent  with  a  correct 
view  of  facts  contained  in  the  petition. 

5.  That  in  former  periods  of  the  like   visitation,  the 
Bank  of  England  has  'had  the  power,  and  has  safely 
used  it,  of  continuing  facilities  to  commerce  during 
the   temporary  pressure   arising   from   a   large   and 
sudden  importation  of  food  from  foreign  countries, 
until  the  balance  of  trade  should  be  restored  by  the 
ordinary  course  of  commercial  pursuits. 

A  statement  directly  contrary  to  recorded  facts.  On 
the  former  occasions  of  a  drain  of  bullion,  whether  arising 
from  an  extraordinary  importation  of  corn,  or  other  cause, 
the  bank  unsafely  used  its  power  of  continuing  facilities 
to  commerce,  by  maintaining  an  undiminished  circulation 
in  the  face  of  an  adverse  exchange.  In  1825,  1836,  and 
1839,  the  Bank,  in  endeavouring  to  continue  facilities  to 
commerce  until  the  balance  of  trade  should  be  restored 
by  the  ordinary  course  of  commercial  pursuits,  aggravated 
the  evils  it  sought  to  abate.  The  abrupt  and  violent 
contraction  of  accommodation  to  which  self-preservation 
ultimately  compelled  it  to  resort,  proved  far  more  injurious 
than  a  timely  and  gradual  limitation  or*  the  circulation 
and  of  discounts  could  have  been. 

6.  That  to  suppose  that  by  any  monetary  regulation  it 
should  be  practicable  to  produce  an  increased  demand 
for  British  exports,  simultaneously  with  the  necessity 
for  British  imports  of  grain,  so  that  the  one  may  be  at 
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the  moment  available  in  payment  for  the  other,  is  at 
variance  with  the  course  of  all  mercantile  experience- 
This  truism  conveys  a  false  impression.  The  advocates 
of  the  act  of  1844  never  supposed  that  monetary  regula- 
tions could,  at  the  moment,  cause  exports  to  balance 
imports.  But  that  an  adverse  state  of  the  exchanges  may 
be  corrected,  and  a  violent  drain  of  bullion  be  promptly 
and  effectually  stopped  by  a  rise  in  the  value  of  money,  is 
abundantly  proved  by  the  occurrences  of  last  April. 
Whilst  the  exchanges  were  strongly  against  this  country, 
the  bullion  rapidly  diminishing,  and  preparations  made  for 
the  export  of  gold  in  large  amounts  to  the  United  States, 
a  sudden  panic  sprung  up  in  the  money  market,  and  the 
value  of  money  was  greatly  increased.  The  result  was,  an 
immediate  correction  of  the  exchanges — the  drain  of  bullion 
at  once  ceased — the  gold  actually  shipped  for  America 
was  relanded — policies  upon  further  shipments  were  can- 
celled— and  the  bullion  previously  sent  to  the  Continent 
of  Europe  began  forthwith  to  return  to  this  country. 
These  circumstances  prove  conclusively  that  monetary 
regulations  may  be  made  a  most  effectual  means  of  con- 
trolling a  drain  of  bullion. 

7.  That  it  is  in  the  nature  of  mercantile  dealings,  when 
duly  supported,  to  rectify,  within  a  reasonable  time, 
any  temporary  inequality  which  temporarily  dis- 
turbing causes  may  produce ;  on  which  account  it  is 
essential  that  the  power  of  giving  temporary  aid,  if 
called  for  by  the  mercantile  body  at  such  periods  of 
emergency,  should  exist. 
u  2 
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When  temporarily  disturbing  causes  turn  the  balance 
of  foreign  payments  against  us,  the  only  possible  way  in 
which  the  natural  course  of  mercantile  dealings  can  rectify 
the  inequality  is  by  a  diminution  of  imports,  or  by  an 
increase  of  exports.  But  imports  cannot  be  diminished, 
nor  exports  increased,  unless  there  should  be  a  decline  of 
prices,  and  a  decline  of  prices  cannot  occur  while  the  mer- 
cantile dealings  of  merchants,  manufacturers,  and  traders, 
continue  to  be  aided  by  undiminished  accommodation. 
The  immense  amount  of  our  credit  transactions  consists 
of  promises  to  pay  specified  sums  in  convertible  currency  : 
to  secure  the  convertibility  of  the  currency,  a  due  reserve 
of  treasure  must  be  held  by  the  Bank.  When  an  adverse 
exchange  has  set  in,  the  drain  cannot  be  arrested,  nor  a 
due  amount  of  treasure  be  retained  by  the  Bank,  until  a 
temporary  pressure  upon  the  money  market  shall  have  so 
acted,  first  on  the  value  of  money,  and,  if  necessary,  on 
the  prices  of  commodities,  as  to  cause  our  exports,  first 
to  equal,  and  then  to  exceed,  our  imports.  The  temporary 
pressure  upon  the  money  market  is  not  only  the  necessary 
consequence  of  an  adverse  exchange,  but  the  necessary 
process  through  which  the  adverse  exchange  can  be 
turned,  and  the  convertibility  of  the  currency  secured. 
When  the  manufacturing  interests,  in  their  ignorant 
impatience  under  the  temporary  pressure  caused  by  the 
drain  of  bullion,  pray  that  commerce  may  be  supported 
by  allowing  the  Bank  to  extend  its  issues,  and  to  afford 
undiminished  credit — they  pray  for  that,  the  granting  of 
which  would  now,  as  heretofore,  endanger  the  stability  of 
the  Bank,  and  the  vast  superstructure  of  commercial 
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credit,  of  which  a  convertible  currency  is  the  base ;  te  on 
which  account  it  is  essential  that  the  power  of  giving 
temporary  aid,  if  called  for  by  the  mercantile  body  at 
such  periods  of  emergency,  should"  not  "exist." 

8.  That  it  has  recently  become  apparent,  that  the 
Bank  of  England  is  restrained  by  legislative  enact- 
ment from  giving  such  facility,  if  called  for. 

The  act  of  1844  does  not  impose  any  direct  restrictions 
whatever  upon  the  banking  operations  of  the  Bank  of 
England,  but  leaves  the  Directors  at  perfect  liberty  to 
give  to  the  mercantile  interest  all  the  facilities,  in  the 
way  of  discount  and  credit,  which  the  capital  at  their 
disposal  may  enable  them  to  accord.  Nor  does  the  Act 
diminish  by  any  indirect  operation  the  amount  of  accommo- 
dation obtainable  from  the  Bank.  On  the  contrary,  the 
indirect  operation  of  the  Act  tends  to  increase  the 
amount  of  the  facilities  which  can  be  afforded  to  com- 
merce. When  the  Bank,  under  the  former  law,  exercised 
the  pernicious  power  of  keeping  up  an  undiminished 
circulation  in  the  face  of  an  adverse  exchange,  the  drain 
of  treasure  was  prolonged  until  the  approach  of  danger 
compelled  the  directors,  not  only  to  arrest  the  drain  by  a 
sudden  and  violent  contraction,  but  to  keep  the  screw  on 
for  a  period  sufficiently  protracted  to  allow  the  turn  of 
the  foreign  exchanges  to  restore  to  their  exhausted  coffers 
a  safe  amount  of  treasure.  Under  these  aggravated  oscil- 
lations the  average  amounts  of  the  circulation,  of  discounts, 
and  of  credits  were  probably  less  than  they  would  have 
been  under  the  more  uniform  action  of  the  existing  law. 
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9,  That  that  establishment  has  been  compelled,  by  the 
operation  of  the  existing  law,  to  refuse  discounting 
commercial  bills  of  the  first  credit,  having  not  more 
than  three  months  to  run. 

It  was  not  the  existing  law,  but  their  own  reckless 
disregard  of  the  rules  of  legitimate  banking,  which  com- 
pelled the  Directors  to  refuse,  or  rather  to  restrain,  dis- 
counting bills  of  first-rate  credit.  Instead  of  diminishing 
their  securities  as  their  deposits  were  withdrawn,  so  as  to 
maintain  a  due  proportion  between  their  reserve  and 
their  liabilities  they  continued  their  advances  at  a  low 
rate  of  interest  until,  on  the  17th  of  April,  their  available 
reserve,  against  liabilities  amounting  to  £13,900,000, 
was  reduced  to  £3,000,000.  To  have  continued  this 
course  would  have  been  to  rush  upon  insolvency.  To 
protect  their  establishment,  they  were  compelled  to  pull 
up  in  their  reckless  career  of  discounts  with  a  suddenness, 
which,  had  not  public  confidence  in  the  convertibility  of 
the  bank  note  been  sustained  by  the  large  amount  of 
treasure  secured  by  the  Act,  would  have  issued  in  a  run 
for  gold,  and  in  an  utter  dislocation  of  commercial  credit. 
.Even  under  these  circumstances  the  Bank  still  held  a 
very  large  amount  of  commercial  bills  under  discount. 
It  is  incorrect,  therefore,  to  assert  that  the  Bank  refused 
altogether  to  discount  commercial  bills ;  such  was  not  the 
fact.  The  Bank  was  compelled  to  put  a  limit  to  the 
extent  to  which  it  would  discount  such  bills;  and  it 
refused  to  discount  beyond  that  extent.  Is  it  contended  by 
the  petitioners  that  the  Bank  ought  to  discount  commer- 
cial bills  to  an  unlimited  extent  under  all  circumstances, 
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and  that  such  a  system  is  compatible  with  the  maintenance 
of  specie  payments,  or  of  any  fixed  standard  of  value  ? 

10.  That  the  fact  of  such  refusal,  together  with  the 
knowledge  of  the  ground  on  which  it  was  made,  pro- 
duced such  a  degree  of  consternation  and  disturbance 
of  public  confidence  throughout  the  country,  that 
commercial  bills  could  only  be  discounted  at  all  to  a 
very  limited  extent,  and  at  rates  of  interest  hitherto 
unknown  in  this  country. 

The  public  had  a  very  imperfect,  and,  upon  their  own 
showing  the  petitioners  had  no  knowledge  at  all,  of  the 
ground  upon  which  discounts  were  refused.  Discounts 
were  refused  in  April,  not  because  the  Act  had  reduced 
the  amount  of  bank  notes  in  the  hands  of  the  public,  but 
because  the  Bank,  by  an  undue  increase  of  its  securi- 
ties, had  reduced  its  banking  reserve  below  the  amount 
required  to  secure  the  payment  of  its  deposits.  A  con- 
siderable portion  of  these  deposits  consisted  of  the  reserve 
of  other  banks,  placed  in  its  coffers  for  safe  custody. 
Hence  the  publication  of  the  dangerous  reduction  in  the 
reserve  of  the  Bank  of  England,  alarmed  all  the  other 
banks  throughout  the  country  in  any  way  dependent 
upon  the  Bank  of  England,  and  impelled  them  to  provide 
against  the  impending  danger,  by  refusing  accommodation 
to  their  customers.  Thus  the  bad  banking  of  the  Bank 
of  England  aggravated  in  an  incalculable  degree  the 
monetary  pressure,  which,  if  the  convertibility  of  the 
currency  is  to  be  maintained,  must  ever  be  the  inevitable 
result  of  a  protracted  drain  of  bullion. 
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11.  That  one  consequence  of  this  state  of  things  was 
an  immediate  suspension  of  the  execution  of  orders 
for  manufactures  for  distant  markets  to   the  great 
distress  of  the  manufacturing  districts,  at  the  very 
moment  when  there  was  an  obvious  policy  in  facili- 
tating exports  of  British  productions. 
The  high  prices  of  the  raw  material  of  our  most  im- 
portant manufacture — the  absorption  in  railway  specula- 
tions of  the  capital  previously  applicable  to  the  production 
of  commodities — and   the   inevitable   contraction   of  the 
media   of  exchange  which  accompanies  an  unfavourable 
balance  of  foreign  payments ;  all  concurred  in  the  crip- 
pling of  industry  in  the  manufacturing  districts.     The 
evil  was  no  doubt  aggravated  by  the   abrupt  refusal  of 
discounts  to  which  the  Directors  of  the  Bank  of  England 
were  compelled  to  resort,  not  by  the  Act  of  1844,  but  by 
their  own  imprudent  disregard  of  the  rules  of  legitimate 
banking.     But  orders  from  America  for  British  exports 
multiplied  at  once,  when  the  news  reached  the  United 
States  of  what  had  occurred  here  in  April,  and  its  effects 
were  felt. 

12.  That  this  suspension  continues  to  the  present 
moment  to  a  large  extent,  and  to  the  great  injury  of 
the  manufacturing  population. 

The  suspension  of  foreign  orders  for  our  manufactured 
goods,  exists  at  the  present  moment  only  with  regard  to 
those  countries  which,  in  consequence  of  the  failure  of 
their  crops,  have  lost  their  power  of  purchasing  foreign 
commodities;  whilst  from  those  countries  which  have 
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recently  supplied  us  largely  with  provisions — viz,  the 
United  States  and  countries  bordering  on  the  Black  Sea, 
there  exist  at  this  moment  large  orders  for  our  manufac- 
tures. This  is  natural  and  intelligible,  and  shows  most 
clearly,  that  variations  in  the  foreign  demand  for  our 
manufactures  depend  on  circumstances  which  affect  the 
purchasing  power  of  foreign  countries,  and  not  on  the 
internal  monetary  arrangements  of  this  country.  If  it 
be  an  obvious  policy  to  facilitate  the  export  of  British 
productions,  as  stated  by  the  petitioners,  whatever  tends 
to  cause  falling  prices  in  this  country  will  directly  pro- 
mote that  result.  Falling  prices  must  necessarily  be 
accompanied  by  increasing  exports  and  decreasing  im- 
ports. 

13.  That  without  detailing  to  your  Honourable  House 
all  the  cases  of  difficulty,  and  perplexity,  and  para- 
lyzation  of  business,  resulting  from  such  a  state  of 
things,  your  petitioners  venture  broadly  to  state, 
that  the  existing  commerce  of  this  country  cannot 
be  carried  on,  if  the  continuance  of  the  facility  of 
discounting  legitimate  commercial  bills  be  practi- 
cally withdrawn. 

The  discount  of  commercial  bills  is  the  form  through 
which  capital  is  lent  to  commercial  purposes.  The  extent 
to  which  commercial  bills  may  be  discountable,  depends 
upon  the  amount  of  capital  which  the  community  is 
willing  to  apply  to  that  purpose.  The  capital  of  the 
country  is  not  susceptible  of  immediate  and  indefinite 
increase,  and  consequently,  if  a  large  proportion  of  the 
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capital  of  the  country  be  applied  to  some  new  channel  of 
employment,  as  the  construction  of  railways,  a  corre- 
sponding decrease  must  occur  in  the  amount  of  capital 
devoted  to  other  channels,  such  as  the  discount  of  com- 
mercial bills.  Hence  has  arisen  the  decrease  in  the 
application  of  loanable  capital  to  commercial  purposes,  as 
exhibited  in  the  form  of  increased  difficulty  in  the  dis- 
count of  bills.  This  effect  has  been  temporarily  increased 
by  that  diminution  of  confidence  restraining  the  free 
transference  of  money  from  hand  to  hand,  which  always 
occurs  during  an  adverse  state  of  the  exchanges  and  a 
consequent  drain  of  bullion.  The  increased  difficulty  in 
obtaining  the  discount  of  commercial  bills,  much  over- 
stated by  the  petitioners,  but  which  has  really  occurred 
to  some  considerable  extent,  has  arisen  from  the  diversion 
of  capital  from  commercial  to  other  pursuits,  especially 
railroad  speculations ;  and  this  has  been  further  increased 
by  the  general  decrease  of  confidence  which  invariably 
accompanies  a  period  of  unfavourable  exchanges. 

14.  Your  petitioners  can  hardly  bring  to  the  notice  of 
your  Honorable  House  a  more  palpable  view  of  the 
extent  of  embarrassment  recently  existing,  than  in 
the  following  plain  statement  of  facts,  both  occurring 
in  the  same  week.  Remittances  of  silver  arrived 
from  the  Pacific  in  payment  for  British  manufac- 
tures. The  Bank  of  England  refused  either  to  buy 
or  to  lend  money  on  this  silver  to  the  merchants 
who  received  it,  stating  that  it  held  the  full  amount 
of  silver  bullion  on  which  by  law  it  was  permitted  to 
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issue  notes,  and  that  it  could  take  no  more.     Thus 

merchants,  with  silver  in  their  possession,  could  not 

obtain  bank  notes  to  meet  their  engagements. 

Merchants  with  silver  in  their  possession  might  have 

sold  it  to  Cambists,  or  might  themselves  have  exported  it 

to  the  Continent,  at  a  trifling  cost,  in  exchange  for  gold, 

and  might  thus  in  either  case  have  obtained  the  means  of 

meeting   their    engagements.     In    a   country  where   the 

standard  is   gold,  silver   is    a  commodity,  and  must  be 

treated  as  any  other  commodity.     It  may  be  sold  at  the 

market  price  of  the  day,  or  it  may  be  exported.     It  is  not 

expedient  that  the  Bank  should  be  compelled  to  make 

advances  on  commodities. 

15.  It  further  occurred,  that  a  banking  establishment 
at  some  distance  from  the  metropolis,  having  an  ac- 
cumulation of  silver  of  the  coin  of  this  realm  beyond 
its  ordinary  need,  tendered  the  same  to  the  Bank 
of  England,  to  be  exchanged  for  bank  notes.  The 
Bank  refused  to  receive  it,  stating,  as  in  the 
former  case,  that  it  did  not  possess  the  power  to 
issue  bank  notes  on  a  larger  amount  of  silver  than  it 
already  held. 

The  silver  coin  of  the  realm  is  charged  with  a  heavy 
seignorage ;  and  has,  from  the  limitation  of  its  quantity, 
a  circulating  value  greater  than  its  bullion  value  ;  and  is 
not  a  legal  tender  for  sums  above  40s.  It  was  the  regula- 
tions of  the  Mint,  and  not  the  Act  of  1844,  which  pre- 
vented the  bank  in  question  from  employing  its  accumu- 
lation of  silver  coin  in  meeting  its  engagements. 
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16.  Your  petitioners  submit  to  your  Honorable  House 
the  unavoidable  inference   from  all  the   facts  they 
have  set  forth,  that  the  present  state  of  the  law  has 
not  answered  the  purpose  for  which  it  was  intended. 

.From  the  time  of  its  being  passed  it  has  been  prac- 
tically inoperative,  until  a  great  public  calamity 
arises,  and  then,  instead  of  sustaining  public  confi- 
dence— the  vital  element  of  a  commercial  body — 
it  is  found  to  shake  it  to  its  centre.  And  yet  during 
the  whole  period  of  this  remarkable  pressure,  the 
Bank  of  England  has  had  more  than  nine  millions  of 
bullion  in  its  possession. 

The  purpose  for  which  the  Act  of  1844  was  intended, 
was  to  secure  the  convertibility  of  the  bank  note.  On 
the  very  showing  of  the  petitioners  themselves,  this  pur- 
pose has  been  completely  answered.  They  say,  in  so  many 
words,  that  during  a  pressure  which  shook  public  con- 
fidence to  its  centre,  the  Bank  of  England  had  more  than 
nine  millions  of  bullion  in  its  possession.  Like  the  pro- 
phet of  old,  the  petitioners  are  constrained  to  bless,  when 
they  came  to  curse.  If  the  convertibility  of  our  paper 
money  is  to  be  maintained,  the  Bank  ought  at  all  times 
to  hold  a  large  amount  of  bullion  in  store.  The  Act  of 
1844  secures  this  result  ;  but  was  this  the  case  in  1825, 
1836,  or  1839,  under  the  regulations  of  the  old  law? 

17.  Your  petitioners  are  no  advocates  for  an  incon- 
vertible  paper    currency,   but    they  are    humbly  of 
opinion  that  if  the  Bank  Charter  Act  had  contained 
a  relaxing  power,  lodged  in  the  executive  Govern- 
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merit,  to  be  used — not  in  relief  of  commercial  impro- 
vidence or  indiscretion — but  in  the  case  of  some  great 
emergency,  such  as  a  short  supply  of  food,  or  the 
occurrence  of  any  great  political  crisis,  the  Bank  of 
England  would  neither  have  been  compelled  to  have 
recourse  to  the  restrictive  measures  it  has  adopted, 
nor  in  all  probability  would  any  disturbance  of  public 
confidence  have  taken  place. 

The  petitioners  fall  into  a  palpable  inconsistency,  when 
they  state  that  they  are  not  advocates  of  an  inconvertible 
paper  currency  ;  inasmuch  as  the  exercise,  under  a  heavy 
drain  of  bullion,  of  the  relaxing  power  for  which  they  con- 
tend, would  endanger  the  convertibility  which  they  desire 
to  maintain,  and  thus  aggravate  in  an  incalculable  degree 
the  disturbance  of  public  confidence  which  they  seek  to 
avert.  When  an  unfavourable  balance  of  foreign  pay- 
ments renders  gold  the  most  eligible  article  of  export, 
gold  will  continue  to  be  withdrawn  from  the  Bank,  until, 
from  the  diminution  in  its  quantity,  and  the  consequent 
rise  in  its  value,  the  prices  of  commodities,  as  measured 
either  in  gold  or  in  the  convertible  currency,  fall  to  the 
point  at  which  commodities  become  the  most  eligible  arti- 
cles of  export.  But  when  the  paper  currency  returned 
upon  the  Bank  in  exchange  for  gold,  is  replaced  by  in- 
creased issues  upon  securities,  the  fall  of  prices  is  pre- 
vented, and  gold  continues  to  be  withdrawn  until  the 
coffers  of  the  bank  become  so  exhausted  as  to  endanger 
convertibility.  At  this  point  the  Bank,  to  avert  insol- 
vency, is  compelled  to  withdraw  the  increased  issues  ypon 
securities  more  rapidly  than  they  were  advanced.  Hence 
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the  temporary  accommodation  which  might  be  afforded  in 
cases  of  emergency,  by  the  exercise  of  the  relaxing  power 
for  which  the  petitioners  contend,  would  be  followed  by 
aggravated  pressure.  Under  all  former  regulations  of  the 
monetary  system,  the  occurrence  of  some  great  emer- 
gency, such  as  a  short  supply  "of  food  or  a  great  political 
crisis,  has  invariably  produced  a  disturbance  of  public 
confidence.  The  expectation  therefore,  here  expressed 
by  the  Petitioners,  is  not  sanctioned  by  any  past  expe- 
rience. 

18.  Your  petitioners  believe  that  the  knowledge  of 
the  existence  of  such  a  power  in  the  hands  of  the 
Government,  would  of  itself  at  all  times  prevent  that 
destruction  of  confidence  which  is  in  itself  the 
greatest  evil  that  can  befal  a  commercial  community  ; 
always  aggravating  in  a  fearful  degree  whatever 
mischief  may  exist,  and  contracting  all  monetary 
facilities  at  the  very  moment  when  they  are  most 
needed. 

The  knowledge  of  the  existence  of  such  a  relaxing 
power  in  the  hands  of  the  Government  would  create  a  de- 
lusive confidence,  and  through  that,  tend  to  prevent  those 
measures  of  timely  precaution  and  restraint  on  the  part  of 
the  public,  from  which  alone  a  wholesome,  and,  at  the 
same  time,  an  effectual  remedy  for  the  evil  can  arise. 
The  inevitable  effect  of  such  relaxing  power  would  be  to 
prolong  confidence,  when  apprehension  and  preparation 
for  coming  difficulty  ought  to  commence;  and  subse- 
quently, when  such  unnatural  confidence  can  no  longer  be 


AGAINST    BANK   CHARTER   ACT.  303 

maintained,  to  render  the  panic  and  confusion  unneces- 
sarily abrupt  and  severe.  In  this  respect,  the  recent 
mismanagement  of  the  Bank,  in  its  banking  capacity, 
bears  a  close  analogy  to  this  supposed  relaxing  power. 
By  unduly  exhausting  its  banking  resources,  and  thus 
extending  accommodation  when  it  ought  rather  to  have 
contracted  it,  during  the  first  three  months  of  the  present 
year — in  other  words,  by  exercising  a  relaxing  power,  the 
Bank  of  England  created  the  panic  of  April  last.  The 
attempt  to  obviate  the  necessity  of  early  measures  of  pre- 
caution and  restriction  under  a  drain  of  bullion,  by  the 
substitution  of  a  relaxing  power,  terminated,  as  such 
attempts  always  must  terminate,  in  pressure,  unneces- 
sarily aggravated  by  panic,  and  tending  to  confusion. 

19.  Your  petitioners  are  further  humbly  of  opinion 
that,  considering  that  silver  is  the  standard  of  cur- 
rency in  nearly  every  state  in  Europe,  and  in  most 
other  parts  of  the  civilized  world,  and  constitutes  in 
itself,  therefore,  a  substantial  and  convertible  se- 
curity— it  is  wholly  inexpedient  to  deprive  the  Bank 
of  England  of  the  power  of  issuing  bank  notes  on 
the  deposit  of  that  metal  to  any  extent  it  may  think 
proper,  while  it  retains  its  responsibility  to  pay  its 
notes  in  gold. 

As  silver,  from  being  the  standard  of  currency  in 
other  countries,  constitutes  in  itself  an  available  security, 
the  merchant  who  holds  it  can  convert  it  into  gold  as 
readily  as  the  Bank,  and  nothing  could  be  gained  by  giv- 
ing the  Bank  an  unlimited  power  of  issuing  notes  against 
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it.  Such  a  power,  if  injudiciously  exercised,  might 
have  the  effect  of  establishing  a  double  standard. 
Should  the  value  of  gold  decline  in  relation  to  silver, 
or  the  value  of  silver  decline  in  relation  to  gold,  the  ex- 
istence of  such  a  power  would  give  the  Bank  an  undue 
advantage  over  the  public,  by  enabling  it  to  pay,  in  the 
standard  which  had  declined  in  value,  the  notes  which 
been  issued  against  the  higher  standard.  The  Petitioners 
contend  that  the  Bank  ought  to  have  an  unlimited 
power  of  issuing  notes  upon  silver,  because  it  is  a  sub- 
stantial and  convertible  security.  Is  the  Bank  to  have  a 
similar  power  of  issuing  notes  upon  all  securities  which 
are  substantial  and  convertible  ?  If  so — to  what  extrava- 
gant extent  may  not  the  issues  be  carried  ! 

20.  Your  petitioners  are  aware  that  the  recent  mone- 
tary pressure  has  been  sometimes  attributed  to  the 
large  outlay  which  has  taken  place  in  the  construc- 
tion of  railways  in  this  country. 

21.  Your  petitioners  are  not  called  on  to  offer  any 
opinion  on  this  question,  the  commercial  community 
being   no   way   responsible   for   the  extent   of  that 
outlay.     They  would  only,  as  a  matter  of  fact,  re- 
mark, that  whatever  may  have  been  the  amount  of 
outlay   on    these   works,  there   was  no    considerable 
advance  in  the  rate  of  interest,  nor  did  any  mone- 
tary pressure   arise,   until    other   causes   came    into 
operation. 

The  way  in  which  the  large  outlay  which  has  taken 
place  in  the  construction  of  railways  has  contributed  to 
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create  a  pressure  upon  the  money  market,  is,  in  a  consi- 
derable degree,  by  increasing  the  consumption  of  foreign, 
and  diminishing  the  production  of  domestic  commodities ; 
and  by  thus  rendering  the  exchanges  more  adverse  than 
they  otherwise  would  have  been.  The  effect  of  this  outlay 
in  increasing  the  scarcity  of  money,  could  not  become 
perceptible  until  after  the  exchanges  had  begun  to  turn 
against  us.  The  commercial,  the  manufacturing,  and  the 
trading  communities,  as  large  speculators  in  railway 
projects,  are  to  the  same  extent  responsible  for  the  extent 
of  the  outlay,  and  its  effect  upon  the  money  market.  At 
any  rate,  where  a  large  proportion  of  the  community 
enter  into  improvident  speculations  or  extravagant  en- 
gagements, it  is  impossible  by  any  legislative  process  to 
obviate  all  risk  of  inconvenience  to  persons  who  are 
engaged  in  business,  even  out  of  the  immediate  range  of 
such  operations. 

22.  Your  petitioners  cannot  omit  to  represent  to  your 
Honorable  House  the  existence  of  one  additional 
element  in  the  recent  pressure,  of  no  inconsiderable 
force,  the  demand  made  by  the  Queen's  Exchequer 
on  the  Bank  of  England,  for  assistance  to  meet  the 
engagements  of  the  Government.  It  humbly  ap- 
pears to  your  petitioners,  that  the  power  of  the  Bank 
to  issue  notes  being  strictly  limited  by  law,  a  great 
hardship  is  inflicted  on  the  commercial  community 
when  the  Bank  is  compelled,  by  the  wants  of  Go- 
vernment, forcibly  to  diminish  the  accommodation  it 
would  otherwise  be  enabled  to  afford  to  that  body, 
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and  this  too,  at  a  time  when  the  Bank  is  called  upon, 
by  causes  of  peculiar  urgency,  to  enlarge  such  ac- 
commodation to  the  utmost  extent  of  its  ability. 
Your  petitioners  humbly,  but  earnestly,  suggest  to 
the  consideration  of  your  Honorable  House,  that  this 
powerfully  disadvantageous  action  on  the  resources 
of  the  Bank  ought  not  to  be  allowed  to  continue, 
without  countervailing  means  being  provided  to 
meet  it. 

As  the  advances  made  to  Government  upon  deficiency 
bills,  are  made  for  the  purpose  of  being  almost  immedi- 
ately re-advanced  to  the  public  in  payment  of  the  divi- 
dends, nothing  can  be  more  easy  than  to  regulate  the 
times  of  such  advances  and  re-advances,  so  as  to  prevent 
any  serious  pressure  upon  the  money  market.  Such  ad- 
vances tend  neither  to  diminish  the  amount  of  notes 
issued,  nor  the  amount  of  capital  really  applicable  to  com- 
mercial purposes.  Their  effect,  therefore,  in  increasing 
commercial  pressure  cannot  be  important. 

23.  Your  petitioners  desire  further  to  represent  to 
your  Honorable  House,  that  although  the  pressure 
of  which  they  have  been  speaking  is  now  partially 
relieved,  confidence  is  not  restored,,  and  the  rate  of 
interest  on  commercial  bills  is  still  unusually  and  in- 
juriously high.  And  your  petitioners  feel  bound 
to  state,  that  in  the  event  of  any  new  cause  of  alarm 
arising,  there  is  every  ground  for  believing,  while  the 
law  remains  in  its  present  state,  that  a  pressure 
equally  or  still  more  severe  may  return,  with  conse- 
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quences  not  easily  foreseen,  and  when  the  House 
of  Parliament  may  not  be  sitting  to  mitigate  their 
severity. 

Your  petitioners,  with  all  humility,  submit  the 
foregoing  considerations,  affecting,  as  they  do,  in  a 
national  sense,  very  large  and  extended  interests,  to 
your  Honorable  House ;  and  they  pray 

That  your  Honorable  House  will  be  pleased  to 
consider  the  expediency  of  so  amending  the  Bank 
Charter  Act,  that  a  relaxing  power  may  be  lodged 
in  the  hands  of  the  executive  Government,  and  that 
the  Bank  may  be  permitted  to  issue  notes  on  silver 
bullion  without  restriction. 

And  your  petitioners,  as  in  duty  bound,  will  ever 
pray,  &c. 

The  difficulties  to  which  the  petitioners  refer,  arose 
from  a  combination  of  circumstances  of  a  peculiar,  and 
indeed,  unexampled  character.  The  immense  extent  of 
the  railroad  speculation;  the  famine  in  Ireland;  the 
general  failure  of  the  crops  of  Western  Europe ;  the 
immense  importation  of  food  into  this  country ;  and  the 
high  price  of  the  raw  material  of  the  manufactures  which 
constitute  our  principal  article  of  export.  In  proportion 
as  these  causes  are  removed,  or  partially  mitigated,  the 
evil  consequences  which  have  ensued  from  them  will  be 
relieved.  It  is  natural,  therefore,  and  legitimate,  that 
under  present  circumstances  the  pressure  should  be 
only  partially  relieved ;  confidence  not  fully  restored, 
but  in  course  of  gradual  restoration ;  and  the  rate 
of  interest  on  commercial  bills  higher  than  it  has 

x2 
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been  during  preceding  years,  and  under  different  circum- 
stances. 

But  should  a  further  large  importation  of  provisions 
become  necessary,  and  cause  a  further  drain  of  bullion, 
the  maintenance  of  the  law  in  its  present  state  will  then 
become  more  indipensably  necessary,  in  order  to  prevent 
the  insolvency  of  the  Bank  in  its  currency  department, 
the  suspension  of  specie  payments,  and  the  consequent 
total  breaking  up  of  all  commercial  credit. 

The  Birmingham  philosophers  are  consistent  reasoners, 
and  have  the  sagacity  to  perceive  that  an  arbitary 
extension  of  the  paper  circulation  is  incompatible  with 
the  maintenance  of  a  metallic  standard.  The  inferior 
logicians  who  have  signed  the  London  petition,  while 
demanding  the  establishment  of  a  double  metallic  standard, 
are  unable  to  perceive  that  an  extension  of  paper  money 
through  the  exercise  (under  a  protracted  drain  of  bullion) 
of  the  relaxing  power  for  which  they  pray,  would  render 
impracticable  the  maintenance  of  any  metallic  standard. 


THE    END. 
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LETTEES 
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LETTEE  I. 


SIR, — Your  recent  remarks  on  the  Bank  Charter  Act 
and  the  currency,  together  with  the  articles  you  have 
reprinted  from  the  Scotsman  on  the  proceedings  of  the 
Edinburgh  Chamber  of  Commerce,  afford  satisfactory 
proof  of  the  existence  of  sufficient  moral  energy  and  firm- 
ness to  resist  the  torrent  of  prejudice  and  selfishness  with 
which  we  have  been  threatened  on  these  questions. 

The  present  crisis  differs  entirely  in  character  from 
that  of  1847.  When  at  that  period  panic  had  seized  the 
public  mind  and  deprived  the  existing  circulation  of 
its  customary  efficiency,  a  suspension  of  the  Act  of 
1844  afforded  a  remedy,  not  by  increasing  the  amount  of 
circulation,  but  by  acting  upon  public  feeling  and  restor- 
ing to  the  existing  amount  of  circulation  its  legitimate 
efficiency.  An  increase  of  the  amount  of  circulation 
would  even  at  that  time  have  been  fatal,  but  against  this 
danger  the  high  rate  of  interest  fixed  by  the  Government 
letter  (8  per  cent.)  was  deemed  sufficient — and  so  it 
proved. 

But  how  stands  the  matter  now  ?     We  have  no  panic 
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at  present,  although  the  alarmists  are  at  work  again,  and 
no  effort  seems  to  be  spared  in  some  quarters  to  create  a 
panic.  It  is  to  be  hoped,  however,  that  this  will  fail. 
The  public  is  more  intelligent,  the  question  is  better 
understood,  and,  what  is  of  great  importance,  the  Bank 
of  England  has  better  comprehended  its  duty  ;  it  is  now 
guided  by  more  enlarged  wisdom,  and  it  has  adopted 
measures  of  more  timely  precaution. 

What  are  the  evils  now  complained  of?  The  ruin- 
ously high  rate  of  interest  and  the  insufficient  amount 
of  the  circulation. 

First,  as  regards  the  high  rate  of  interest.  That  is, 
of  course,  only  the  indicator  of  the  value  of  capital.  In 
the  present  year  the  English,  French,  and  Turkish  Go- 
vernments have  appeared  in  the  money-market  of  the 
world  as  new  competitors  for  capital  to  the  amount  of 
nearly  one  hundred  millions,  and  much  of  the  capital  ob- 
tained by  them  is  to  be  entirely  destroyed,  instead  of 
being  diffused  for  reproductive  employment.  Moreover, 
we  know  that  an  equal  amount  may  be  required  by  the 
same  parties  in  the  ensuing  year.  Is  not  this  fact  suffi- 
cient to  account  for  a  great  increase  in  the  value  of  capi- 
tal, that  is,  in  the  rate  of  interest  ?  Is  not  such  a  result 
absolutely  inevitable  under  such  circumstances?  The 
rate  of  interest  has  risen  all  over  the  world.  The  Bank 
of  England  has  not  dictated  the  rate  by  any  arbitrary  act 
on  its  part.  It  has  only  followed  the  market  and  made 
its  terms  of  discount  correspond  to  the  actual  value  of 
money  or  capital  in  the  general  market  of  the  world.  If 
the  Bank  demands  higher  terms  than  those  of  the  general 
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market,  each  mail  is  free  to  seek  his  capital  wherever  he 
can  obtain  it  cheapest,  and  the  demand  upon  the  Bank 
will  soon  be  transferred  to  other  sources. 

But,  on  the  other  hand,  if  the  Bank  lends  its  capital 
upon  terms  lower  than  the  general  market  rate,  the  de- 
mand of  the  whole  country  or  of  the  world  may  be  con- 
centrated upon  it,  and  no  means,  however  vast,  would  be 
adequate  to  support  such  a  demand. 

The  fact  is,  war  is  a  great  destroyer  of  capital,  and  at 
the  same  time  it  creates  new  competitors  for  it  upon  a 
gigantic  scale.  Hence,  not  only  the  value  of  capital,  or 
the  interest  of  money,  must  increase,  but  there  must  be  a 
less  amount  of  it  for  distribution  among  those  who  re- 
quire it,  and  all  cannot  have  at  their  control  the  same 
quantity  they  would  have  commanded  under  other  cir- 
cumstances. No  legerdemain  in  currency  can  alter  or 
obviate  this  hard  necessity. 

Secondly,  as  regards  the  insufficient  amount  of  the 
circulation.  The  amount  in  the  hands  of  the  public  at 
the  present  moment  is  not  low.  But,  whatever  it  may  be, 
it  is  not  more  restricted  than  is  necessary  to  preserve  our 
currency  at  its  par  value  with  the  other  currencies  of  the 
world. 

What  do  the  advocates  of  relaxation  contemplate  ? 
Do  they  mean  that  the  promise  on  the  face  of  our  Bank- 
note to  pay  so  many  pounds  on  demand  shall  be  main- 
tained or  not  ?  If  they  do  not  mean  to  maintain  this 
engagement,  in  good  faith  let  them  honestly  say  so,  and 
then  we  shall  understand  that  we  are  discussing  the  ex- 
pediency of  a  suspension  of  cash  payments,  a  depreciated 
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currency,  and  the  general  fraud  and  confusion  that  must 
ensue.  Upon  this  point  I  trust  the  honesty  and  good 
sense  of  the  people  of  this  country  will  speak  out  em- 
phatically. But  if  the  advocates  of  relaxation  do  not 
mean  to  abandon  cash  payments,  or  to  break  the  promise 
to  pay  the  pound  on  demand,  then  it  is  for  them  to  show 
how  that  promise  is  to  be  maintained  consistently  with  an 
enlarged  circulation.  As  matters  now  stand,  our  rate  of 
interest  has  only  risen  in  common  with  the  rate  of  interest 
in  the  other  countries  of  the  world,  and  our  currency  is 
only  kept  at  a  value  equal  to  that  of  the  other  countries 
of  the  world.  This  being  the  case — relax  your  law,  in- 
crease your  circulation.  Two  results  will  follow  : — 

First,  the  rate  of  interest  in  this  country  will,  in  the 
first  instance,  fall,  and  consequently  there  will  arise  a 
demand  upon  this  country  for  capital  (because  it  will  for  a 
time  appear  to  be  cheaper  here  than  in  other  countries) 
which  no  resources  can  possibly  meet ;  and,  secondly,  what 
still  remains  of  specie  in  the  hands  of  the  Bank  will  at 
once  be  carried  away  through  the  exchanges,  because  the 
present  limitation  of  the  amount  of  the  circulation  alone 
maintains  the  exchanges  at  par. 

Had  relaxation  been  resorted  to  some  months  since, 
we  should  now  have  found  ourselves  with  no  gold  in  the 
cellars  of  the  Bank.  Panic  in  its  worst  form,  because 
founded  upon  good  reason,  would  have  been  our  present 
state,  with  the  dreadful  prospect  before  us  of  a  perma- 
nently depreciated  currency.  For  our  preservation  from 
this  evil  up  to  the  present  time  we  are  indebted  to  the 
efficiency  of  the  provisions  of  the  Act  of  1844,  and  the 
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same  provisions  will  be  found  sufficient  to  meet  and  over- 
come the  present  pressure,  if  the  Bank  is  left  to  pursue  that 
course  of  faithful  adherence  to  its  duty  from  which  it  has 
not  on  the  present,  as  was  the  case  on  former  occasions, 
shown  any  disposition  to  recede. 

The  real  causes  of  the  evils  now  complained  of,  are 
deficient  crops  and  diminished  supplies,  causing  a  high 
price  of  the  general  articles  of  consumption;  and  war 
expenditure,  causing  an  extensive  demand  for,  and  great 
destruction  of  capital,  followed  by  a  high  rate  of  interest. 
These  results  must  follow  from  these  causes  under  any 
system  of  currency,  convertible  or  inconvertible.  If  we 
want  goods  from  abroad,  we  must  pay  for  them  in  the  last 
resort  with  goods  of  our  own,  and  prices  must  accom- 
modate themselves  to  this  interchange.  This  must  be  the 
case  equally  whether  we  have  a  paper  or  a  gold  circula- 
tion. In  like  manner,  if  the  Government  borrow  or  con- 
sume capital  profusely  when  there  is  little  capital  to  spare, 
other  borrowers  must  be  content  to  pay  an  increased  rate 
of  interest  to  the  lenders,  whether  we  have  a  convertible 
or  an  inconvertible  currency.  Our  currency  laws  are  not 
responsible  for  the  natural  fluctuations  of  the  seasons  and 
of  trade,  nor  for  the  embarrassment  which  necessarily 
arises  from  sudden  and  profuse  war  expenditure.  The 
only  difference  is,  that  under  our  present  laws  a  few 
millions  of  gold  are  reserved  in  the  country  to  preserve 
the  convertibility  of  our  paper  money,  and  by  this  small 
sacrifice  we  protect  ourselves  from  the  gigantic  evils  of 
depreciation.  MEKCATOR. 

30th  November,  1855. 
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LETTER  II. 

TO   THE    EDITOR   OF    "THE    TIMES." 

SIB, — Your  ready  insertion  of  my  former  letter  on  the 
Bank  Charter  Act  encourages  me  to  address  you  again. 
In  that  letter  I  endeavoured- to  point  out  the  real  causes 
of  the  pressure  which  we  now  experience,  and  to  prove 
that  an  increase  of  our  paper  issues  through  the  relaxation 
of  our  currency  laws  would  at  the  present  moment  be  a 
dangerous  measure,  the  very  reverse  of  a  remedy.  The 
trade  and  commerce  of  a  country  are  carried  on,  not  by 
means  of  its  paper  money  or  its  circulation,  but  by  means 
of  its  capital :  and  when  pressure  falls  upon  the  trading 
community  it  usually  arises  from  some  disturbance  of  the 
due  proportion  between  the  extent  of  trading  operations 
and  the  amount  of  capital  by  which  those  operations  are 
to  be  sustained.  Changes  in  our  currency  laws,  or  fluc- 
tuation in  the  amount  of  our  paper  issues,  can  neither 
increase  nor  diminish  the  amount  of  capital.  They  may 
possibly  exercise  some  slight  influence  upon  the  distribu- 
tion of  that  capital,  but  this  effect  must  be  limited  both 
in  its  extent  and  in  its  duration. 

The  present  pressure,  as  indicated  by  the  demand  for 
capital  and  the  consequent  rise  in  the  rate  of  interest,  is 
not  confined  to  this  country.  It  exists  equally  at  Ham- 
burg— it  exists  at  Paris — it  affects  the  trading  community 
of  New  York.  For  an  effect  thus  world-wide  in  its 
character  we  must  find  a  cause  equally  extensive  in  its 
influence.  Supposed  mismanagement  of  the  circulation — 
an  undue  restriction  upon  the  amount  of  paper  issues — is 
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a  local  and  peculiar  cause ;  it  is  necessarily  restricted  in 
its  effects  ~to  this  country ;  it  cannot  be  the  parent  of  the 
pressure  which  now  weighs  upon  the  money-market,  and 
upon  the  trade  of  Hamburg,  Paris,  and  New  York.  The 
new  demand,  however,  for  capital  caused  by  the  outbreak 
of  war — the  transference  of  large  amounts  of  capital  from 
the  purposes  of  trade  to  the  support  of  military  opera- 
tions— is  really  a  world-wide  cause,  co-extensive  with  and 
sufficient  to  account  for  the  universal  pressure  which  now 
exists. 

Great  efforts,  however,  are  made  to  impress  the  con- 
viction that  the  portion  of  the  universal  pressure  now  felt 
by  the  people  of  this  country  is  the  result  of  an  undue 
restriction  of  our  circulating  medium.  The  Act  of  1844 
and  the  arbitrary  and  unbending  regulations  imputed  to 
it  are  held  up  to  peculiar  reprobation ;  and  it  is  main- 
tained that  an  effectual  remedy  for  our  present  difficulty 
would  at  once  be  found  in  the  repeal  or  in  the  relaxation 
of  the  provisions  of  that  Act. 

Upon  what  foundation  do  these  views  rest  ? 

Before  the  Act  of  1844  no  restriction  was  placed  upon 
the  amount  of  the  paper  issues,  except  that  which  was 
supposed  to  be  involved  in  the  obligation  to  redeem  the 
paper  notes  in  gold  on  demand.  The  obligation  to  pay 
in  gold  was  thought  to  be  a  sufficient  security  to  the 
public  that  the  power  to  do  so  would  at  all  times  be 
maintained  by  the  issuers.  This  delusion,  however,  was 
dispelled  by  the  events  of  1825  and  1837.  The  excessive 
issues  of  paper  money  which  preceded  and  mainly  caused 
those  convulsions  were  not  found  to  afford  any  protection 
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against  evils  which  we  are  now  told  are  the  offspring  only 
of  undue  restriction.  Nay  more,  they  appear  to  have 
produced  those  evils  in  their  most  intense  and  formidable 
form — severe  pressure,  high  rate  of  interest,  extreme 
alarm,  extensive  insolvency,  approach  within  a  few  hours 
to  a  state  of  barter,  and  the  specie-reserves  virtually 
exhausted. 

This  was  sufficient  proof  that  the  mere  obligation  in 
words  to  pay  the  notes  in  gold  on  demand  is  not  a  suf- 
ficient security  against  excessive  issues,  or  a  safe  guarantee 
for  the  faithful  fulfilment  of  that  obligation  at  all  times. 

Hence  the  Act  of  1844,  by  which  a  new  security  was 
sought  for  the  convertibility  of  the  notes,  and  a  new  pro- 
tection against  irregular  and  illegitimate  issues. 

By  the  provisions  of  that  act  it  is  permitted  to  issue 
notes  to  the  amount  of  £14,000,000  as  before — that  is, 
with  no  security  for  the  redemption  of  the  notes  on 
demand  beyond  the  legal  obligation  so  to  redeem  them. 
But  all  fluctuations  in  the  amount  of  notes  issued  beyond 
this  £14,000,000  must  have  direct  reference  to  correspond- 
ing fluctuations  in  the  amount  of  gold.  By  this  means 
the  total  amount  of  the  issues  is  placed  in  direct  relation 
to  the  amount  of  gold  ;  and  thus  a  fixed  connexion  in 
amount,  and  consequently  in  value,  is  established  between 
the  paper  promise  to  pay  in  gold  and  the  material  power 
to  do  so.  Without  this  it  is  obvious  that  the  promise  to 
pay  is  a  mere  empty,  unsubstantial  form  of  words,  of  no 
efficacy  when  the  hour  of  trial  arrives.  Of  this  conclusion 
experience  had  afforded  irresistible  confirmation. 

But  this  provision  of  the  act  is  denounced  as  being  of 
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an  arbitrary  and  unbending  character,  wholly  unsuitable 
to  the  varying  and  elastic  movements  of  an  active  com- 
mercial community. 

Upon  what  sufficient  grounds  does  this  accusation 
rest?  What  is  the  arbitrary  and  unbending  will  by  which 
the  amount  of  our  paper  issues  is  now  regulated  ?  It  is  the 
will  of  the  whole  community  in  the  exercise  of  its  free, 
independent,  commercial  activity.  Each  individual  acting 
upon  his  separate  discretion  and  freedom  produces  in  the 
aggregate  result  the  general  balance  of  the  trade  of  the 
country.  If  the  effect  of  this  is  to  bring  in  gold,  the 
amount  of  the  circulation  at  once  undergoes  a  correspond- 
ing increase.  The  power,  therefore,  of  increasing  or 
diminishing  the  circulation  rests  exclusively  with  the 
community  at  large.  No  law,  no  authority,  interferes  in 
any  form  with  their  free  discretion  ;  they  may  bring  in 
gold  or  they  may  take  out  gold  without  let  or  hindrance, 
and  as  they  do  the  one  or  the  other  the  circulation  is 
expanded  or  contracted.  In  what,  then,  does  the  arbitrary 
character  of  this  regulation  consist  ? 

But,  if  not  arbitrary,  the  act  is  rigid  and  inelastic. 
How  does  this  question  stand  ? 

If  a  country  increases  in  population,  in  wealth,  in 
enterprise,  and  activity,  more  circulating  medium  will 
probably  be  required  to  conduct  its  extended  transactions. 
This  demand  for  increased  circulation  will  raise  the  value 
of  the  existing  circulation  ;  it  will  become  more  scarce 
and  more  valuable  than  the  circulation  of  other  countries 
— in  other  words,  gold  will  ri^e  in  value  in  England  ;  it 
will  be  imported  from  other  countries  in  which  it  has  not 
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so  risen  in  value  ;  and  by  this  import  of  gold  the  amount 
of  the  circulation  in  England  will  be  increased.  The 
extent  to  which  the  circulation  should  be  thus  increased 
is  a  very  delicate  and  difficult  question  to  decide.  It 
would  be  very  unsafe,  and  undoubtedly  very  arbitrary,  to 
leave  the  decision  of  it  to  the  will  or  the  judgment  of  any 
individual  or  of  any  constituted  body.  The  decision  of  it 
can  be  safely  intrusted  only  to  the  community  at  large, 
acting  in  free  and  unrestricted  competition.  By  their 
trading  operations  they  may  bring  gold  into  the  country 
whenever  and  to  any  amount  they  may  think  proper. 
This  they  will  certainly  do  whenever,  from  undue  restric- 
tion of  amount,  the  currency  of  this  country  is  raised 
above  the  value  of  that  of  other  countries.  Thus  they  have 
in  their  own  hands — the  only  hands  in  which  the  power 
can  be  placed  with  due  security  for  its  proper  exercise — the 
full  and  uncontrolled  means  of  regulating  the  circulation. 
The  prosperity  and  progress  of  a  State  are  made  by 
the  laws  of  nature,  other  things  being  equal,  to  depend 
upon  the  free  industry  and  prudence  of  the  people  who 
compose  that  State.  They  produce  commodities  as  they 
think  proper,  and  proportionate  to  their  energy  in  this 
respect  is  the  wealth  of  the  State  which  they  constitute. 
In  similar  manner  the  proper  management  of  the  circula- 
tion is  made  by  the  Act  of  1844  to  depend  upon  the  free 
and  unfettered  course  of  the  community  in  regard  to  their 
trading  operations.  If  they  bring  in  gold  they  increase 
the  circulation ;  if  they  take  out  gold  they  diminish  it. 
In  this  respect  they  are  perfectly  free  agents ;  neither  law 
nor  authority  interferes  with  them  ;  and  thus  the  regula- 
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tion  of  the  amount  of  the  currency  is  strictly  in  the  hands 
of  the  public. 

This  is  sound  and  legitimate  free  trade  in  currency. 

Such  being  the  effect  of  the  provisions  of  the  Act  of 
1844,  can  it  be  said,  with  either  fairness  or  reason,  that 
those  provisions  are  arbitrary,  or  rigid,  or  inelastic,  or 
unsuitable  to  the  requirements  of  an  active  and  progressive 
community  ? 

The  circulation,  we  are  told,  is  at  the  present  moment 
unduly  restricted,  and  the  law  which  causes  that  restric- 
tion ought  to  be  relaxed  for  the  purpose  of  facilitating  an 
increase  of  the  circulation.  By  whom,  then,  is  the  extent 
of  the  proposed  increase  of  the  circulation  to  be  regulated, 
and  upon  what  principle  ?  If  this  delicate  and  dangerous 
power  be  taken  out  of  the  hands  of  the  community  at 
large,  exercising  that  power  through  the  import  of  gold 
at  such  times  and  in  such  quantities  as  the  necessities  of 
the  community  seem  to  them  to  require,  in  whose  hands 
can  it  be  safely  confided,  and  by  what  other  principle  can 
it  be  properly  regulated? 

If  the  circulation  be  really  deficient  as  compared  with 
the  circulation  of  other  countries,  how  comes  it  that  the 
active  competition  of  the  world  does  not  withdraw  gold 
from  the  countries  in  which  the  circulation,  upon  this 
supposition,  is  comparatively  redundant,  for  the  purpose 
of  transferring  it  to  this  country,  where  the  circulation,  it 
is  asserted,  is  deficient  ?  So  long  as  this  transference  does 
not  take  place  we  have  the  best  evidence  that  the  asserted 
deficiency  of  circulation  has  no  real  existence.  Other 
countries  may  equally  complain  that  their  circulation  is 
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deficient.  They  have  a  high  rate  of  interest,  difficulty 
of  discounts,  and  mercantile  pressure.  But  a  general 
deficiency  of  circulation  is  an  impossibility,  because 
deficiency  of  circulation  is  a  comparative  term ;  it  neces- 
sarily means  deficiency  as  compared  with  that  of  other 
circulations,  and  all  cannot  be  deficient  in  comparison 
with  each  other. 

But  a  general  deficiency  of  capital  is  a  perfectly  pos- 
sible state  of  things ;  it  is  the  state  to  which  the  war 
expenditure  tends  to  reduce  all  the  countries  affected 
by  it. 

It  is  most  important  that  we  should  not  deceive  our- 
selves as  to  the  true  cause  of  the  difficulties  which  we 
may  now  see  around  us.  Any  mistake  as  to  the  cause 
may  direct  us  to  false  remedies,  the  result  of  which  will 
probably  be  something  more  than  mere  disappointment. 
Wild  theories  and  chance  remedies  are  now  freely  and 
unhesitatingly  pressed  upon  our  attention ;  but  the  sober- 
minded  people  of  this  country  will  not  inconsiderately 
abandon  the  sound  principles  upon  which  cautious  and 
wise  statesmen,  carefully  consulting  the  lessons  of  expe- 
rience, have  established  our  monetary  system.  Above  all, 
beware  of  the  delusive  charm  of  relaxation  of  your  present 
laws,  to  be  followed  by  increase  of  issues  without  a  cor- 
responding influx  of  gold.  The  transient  and  convulsive 
relief  to  be  obtained  from  this  source  can  be  compared 
only  to  the  fatal  excitement  which  attends  the  first  stage 
of  intoxication. 

Yours,  &c., 

14th  December,  1855.  MERCATOR. 
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LETTER  III. 

TO    THE    EDITOR    OF    "  THE    TIMES." 

SIR, — The  discussions  which  now  agitate  the  public 
mind  respecting  the  Bank  Charter  Act  are  involved  in 
some  confusion^  in  consequence  of  indistinct  and  inaccu- 
rate views  of  the  real  object  and  purpose  of  that  measure. 
The  failure  or  success  of  its  provisions  in  their  application 
to  present  circumstances  can  be  correctly  judged  only  by 
those  who  clearly  understand  the  principle  upon  which 
that  bill  was  founded,  and  the  purposes  which  it  under- 
took to  accomplish.  To  obtain  for  the  public  the  profit 
arising  from  the  issue  of  £14,000,000  of  notes  not  repre- 
sented by  gold  in  deposit,  consistently  with  the  mainte- 
nance of  a  circulation  in  all  other  respects  the  same  as  a 
metallic  circulation,  was  the  object  of  the  bill.  Except 
in  ftthis  one  respect,  it  did  not  undertake  to  secure  any 
advantages  to  the  public  beyond  those  which  would  arise 
from  a  purely  metallic  circulation.  The  fluctuations  of 
amount  and  the  consequent  pressure,  whether  convenient 
or  inconvenient,  which  would  occur  under  a  metallic 
circulation  were  left  unaffected  by  the  bill  of  1844. 

But  two  objections  are  now  raised  against  that  mea- 
sure. What  necessity,  it  is  asked,  for  disturbing  the 
state  of  things  as  it  previously  existed  ?  The  payments 
in  specie,  as  restored  by  the  Act  of  1819,  had  been  main- 
tained from  that  time  without  the  aid  of  the  stringent 
provisions  of  the  Act  of  1844. 

T  2 
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These  provisions,  it  is  further  urged,  purporting  to 
restrict  the  amount  of  the  circulation,  are  wholly  unne- 
cessary, and,  in  fact,  inoperative,  inasmuch  as  the  circu- 
lation was  not  unduly  increased  in  the  periods  preceding 
the  great  crises  of  1825  and  1837  ;  nor  has  the  circula- 
tion, in  fact,  been  materially  contracted  during  the  period 
of  pressure  through  which  we  are  now  passing.  What, 
then,  is  the  purpose,  and  what  are  the  useful  results  to 
arise  from  legislative  provisions,  purporting  to  regulate 
the  amount  of  the  circulation,  but  which,  in  fact,  leave 
the  circulation  undiminished?  The  obvious  reply  to  this 
objection  is,  that  some  special  cause  must  have  existed  to 
sustain,  if  not  to  originate,  the  expansion  of  credit  and 
speculation  which  preceded  the  catastrophes  of  1825  and 
1837  ;  and  some  special  cause  also  must  now  be  in  action 
to  produce  the  restriction  of  credit  and  general  pressure, 
the  existence  of  which  gives  rise  to  the  present  dis- 
cussions. 

If  contraction  of  circulation  has  not  really  occurred  at 
former  periods,  and  is  not,  to  any  great  extent,  in 
operation  at  the  present  time,  what  is  the  special 
cause  in  which  the  phenomena  already  alluded  to  have 
originated  ? 

Under  the  system  which  existed  before  the  Act  of 
1844,  the  Bank  had  the  power  of  making  unlimited 
issues,  and  that  power  only  ceased  when  their  gold  was 
absolutely  exhausted.  This  being  the  case,  a  drain  of 
gold  in  its  earlier  stages  attracted  little  or  no  attention 
on  the  part  either  of  the  public  or  of  bankers.  All  went 
well,  notwithstanding ;  there  was  no  consciousness  of  any 
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decrease  in  the  power  of  commanding  bank  notes  ;  credit, 
confidence,  speculation  remained  unaffected,  until  the 
gold  was  reduced  to  a  very  low  amount.  Then  arose  a 
sudden  alarm  for  the  safety  of  our  specie  payments; 
every  strange  resource  was  invoked  in  the  last  extremity 
to  obviate  this  evil ;  a  parcel  of  old  discarded  one-pound 
notes  was  drawn  forth  from  a  refuse  cellar  in  1825  ;  the 
assistance  of  the  Bank  of  France  was  ignominiously 
sought  in  1837;  and  thus  the  last  extremity — the  actual 
failure  to  pay  in  gold — was  narrowly  avoided. 

Meanwhile,  however,  panic  and  pressure  in  the  most 
extensive  and  aggravated  forms  spread  over  the  whole 
country ;  and  a  state  of  alarm,  distress,  and  confusion 
was  generated,  with  which  the  present  gradual,  regulated, 
and  wholesome  pressure  will  bear  a  very  favourable  con- 
trast. 

To  prevent  the  recurrence  of  this  state  of  things  the 
Bill  of  1844  was  passed.  The  uninterrupted  continuance 
of  confidence  and  credit  during  a  continuous  drain  of 
gold ;  the  expansion  of  banking  accommodation  in  the 
face  of  decreasing  treasure,  the  only  safe  measure  of  that 
accommodation ;  the  exhaustion  of  the  bullion  reserve 
unaccompanied  by  any  protective  measure  ;  the  imminent 
danger  of  final  insolvency  by  the  Bank ;  the  discreditable 
expedients  necessary  to  obviate  this  danger ;  the  sudden, 
severe,  and  universal  alarm  and  pressure  must  not  be 
permitted  again  to  return.  Non  solum  a  calamitate,  sed 
calamitatis  metu,  defendendum  esi.  Such  was  the  wise  and 
manly  decision  of  the  public,  and  for  this  purpose  the 
provisions  of  the  Bill  of  1844  were  resorted  to.  The 
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power  of  issuing  notes  was  subjected  to  a  positive 
and  clearly-defined  restriction  ;  it  must  expand  or 
contract  with  the  increase  or  decrease  of  the  bullion. 
The  power  of  issuing  notes  by  the  banks,  it  will  be 
observed,  was  restricted ;  the  notes  actually  advanced  to 
the  public  by  the  banks  might  possibly  remain  with  little 
alteration  of  amount,  while  the  power  of  maintaining  that 
amount  of  issue  or  of  increasing  it  might  be  seriously 
diminished.  In  this  consists  the  great  distinction  be- 
tween the  state  of  things  previously  existing,  and  that 
which  was  established  by  the  bill  of  1844.  Previously  to 
1844  the  reserve  of  notes  in  the  banks  was  unlimited; 
subsequently  to  1844  the  amount  of  such  reserve  was 
subjected  to  strict  limitation,  being  made  to  depend  on 
the  increase  or  decrease  of  the  gold. 

In  the  evidence  before  the  committee  of  1848  atten- 
tion was  pointedly  directed  to  this  very  important  effect 
of  the  Bill  of  1844  by  Mr.  Jones  Loyd  (Question 
5204) :— 

"  The  Bank  now  has  in  its  bank  till  an  amount  of  notes  equal  to  the 
whole  amount  of  bullion  in  the  issue  department,  plus  .£14,000,000, 
and  beyond  that  amount  the  notes  of  the  Bank  cannot  go.  If  any 
diminution  of  the  bullion  in  the  issue  department  takes  place,  a 
corresponding  diminution  must  take  place  in  the  amount  of  notes 
in  the  till  of  the  Bank  of  England.  That  is  the  position  of  things 
under  the  present  system.  Under  the  former  system  the  state  of 
things  was  extremely  different  ;  a  great  alteration  in  the  amount  of 
bullion  might  take  place  without  any  contraction  whatever  of  the 
power  of  the  Bank  of  England  to  issue  notes.  The  Bank  of  England 
under  the  former  system  might  be  considered  as  having  an  un- 
limited quantity  of  notes  in  the  bank  till,  so  long  as  there  was  any 
bullion  whatever  in  its  possession.  Under  that  system,  so  long  as 
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the  Bank  of  England  had  any  bullion  with  which  to  pay  the  notes 
when  presented  for  gold,  she  had  an  unlimited  power  of  issuing  her 
notes  ;  now  she  has  not." 

Nor  was  the  importance  of  this  regulation  overlooked 
by  the  framers  of  the  measure.  The  publication  of  the 
state  of  the  banking  reserve  was  made  an  essential  feature 
of  the  arrangement,  and  the  public  are  thus  furnished 
with  accurate  information,  from  week  to  week,  not  only 
as  to  the  amount  of  notes  actually  passing  from  hand  to 
hand ;  but  also  as  to  the  fluctuations  in  the  amount  of 
that  banking  reserve  from  which  the  amount  of  notes 
circulating  with  the  public  is  from  day  to  day  to  be  sup- 
plied. The  result  has  been  precisely  that  which  was 
anticipated.  The  public  attention,  which  was  previously 
directed  only  to  the  state  of  the  bullion,  is  now  fixed  upon 
the  banking  reserve ;  as  that  diminishes,  public  anxiety 
increases,  credit  and  confidence  are  gradually  contracted, 
and  speculation  and  the  state  of  prices  founded  on  specu- 
lation are  subjected  to  an  early  and  salutary  check.  This 
effect  is  further  promoted  by  the  influence  which  the 
bill  exercises  upon  the  Bank  of  England,  and  upon  the 
country  bankers.  Previously  they  acted  under  a  sense 
of  unlimited  power  in  the  issue  of  notes ;  now  they  act 
under  a  full  consciousness  that  that  power  is  subjected  to 
positive  restrictions,  and  circumscribed  within  clearly- 
defined  limits.  If  the  notes  in  the  hands  of  the  public 
are  maintained  at  their  full  amount  during  a  drain  of 
gold,  this  can  only  be  effected  through  an  exhaustion  of 
the  reserve  of  notes  in  the  banking  till.  Of  this  fact  the 
public  become  fully  cognizant  through  the  weekly  publi- 
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cation  of  the  accounts,  and  all  the  legitimate  results  of 
contracted  circulation  ensue. 

Indeed,  a  decrease  of  the  banking  reserve  is  more 
immediate  and  powerful  in  its  action  upon  confidence, 
upon  credit,  and  speculation  than  is  a  decrease  of  the 
amount  of  notes  in  the  hands  of  the  public.  Because 
such  decrease  of  the  banking  reserve  is  a  fact  more 
unequivocal  and  more  distinctly  known  to  the  public ; 
and  at  the  same  time  it  affects  in  a  more  immediate  and 
direct  manner  the  great  sources  and  support  of  credit  and 
speculation — the  banking  establishments. 

Previously  to  1844  the  banking  reserve  was  a  vague 
and  undefined  quantity  ;  it  was  the  power  of  issuing  any 
amount  of  notes  until  the  gold  was  finally  exhausted  ; 
and  as  is  the  case  with  all  undefined  power,  the  extent  to 
which  it  could  be  safely  and  legitimately  exercised  was 
greatly  over-estimated.  The  really  exhausted  state  of  the 
banking  reserve — the  near  approach  to  that  amount  which 
was  inconsistent  with  the  safety  of  cash  payments — was 
unfortunately  concealed  from  the  public,  and  therefore 
the  legitimate  correctives  were  kept  in  abeyance  to  the 
last  moment.  This  was  the  great  pervading  vice  of  the 
then  existing  state  of  things ;  a  cause  intimately  con- 
nected with  all  the  difficulty  and  ruin  of  1825  and 
1837. 

Subsequently  to  1 844  the  state  of  the  banking  reserve 
has  become  the  prominent  feature  of  our  monetary 
system  ;  the  fluctuations  in  its  amount  are  anxiously 
watched  by  the  public  ;  they  exercise  a  powerful  and 
immediate  influence  upon  the  state  of  credit,  and  are,  in 
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fact,  more  influential  Jn  regulating  the  exchanges  and 
maintaining  the  monetary  equilibrium  between  this  and 
other  countries  than  the  amount  of  notes  with  the  public 
ordinarily  termed  the  circulation,  though  constituting, 
in  reality,  only  a  part  of  the  circulation. 

Notes  in  the  till  of  the  banking  department  are  to  all 
intents  and  purposes  part  of  the  circulation,  as  much  so 
as  notes  in  the  till  of  any  private  bank.  They  must  have 
been  previously  issued  by  the  currency  department, 
between  which  and  the  banking  department  there  is  not, 
according  to  the  principle  of  the  Act  of  1844,  any  real 
connexion  whatever. 

Under  the  pressure  of  1847  the  provisions  of  the  Act 
were  suspended  and  relief  ensued ;  although  the  amount 
of  so-called  circulation — that  is,  of  notes  in  the  hands  of 
the  public — underwent  no  increase.  What  is  the  explana- 
tion of  this  ? 

The  true  effect  of  the  suspension  of  the  Act  was  to 
restore  to  the  banking  department  the  unlimited  power  of 
issuing  notes  (accompanied  by  the  essential  safeguard  of 
a  rate  of  interest  fixed  at  a  high  amount),  and  all  the 
effects  of  increased  circulation  followed ;  although  no 
additional  notes  were  issued  to  the  public. 

At  the  present  moment  an  important  contraction  of 
credit  has  taken  place ;  a  salutary  spirit  of  caution 
throughout  the  trading  community  has  been  generated; 
a  powerful  restrictive  influence  has  been  exercised  over 
the  exchanges ;  and  many  other  corrective  processes  have 
been  called  into  activity.  What  is  the  cause  of  this  ? 
The  mere  decrease  in  the  amount  of  notes  circulating 
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with  the  public  has  not  been  to  an  extent  adequate  to 
account  for  such  extensive  and  important  results.  Nor, 
indeed,  is  there  any  ground  for  believing  that  such 
satisfactory  results  would  have  been  secured  if  the  public 
had  received  no  other  admonition  than  that  which  is 
conveyed  in  the  slight  fluctuations  of  the  amount  of  notes 
passing  current  with  them.  Such  was  the  case  under  the 
former  state  of  the  law  ;  and  we  read  the  result  in  the 
events  of  1825  and  1837. 

By  the  Act  of  1844,  however,  a  new  source  of  useful 
information  and  admonition  was  opened  to  the  public ; 
they  were  taught  to  direct  their  attention  to  that  portion 
of  the  circulation  which  consists  of  notes  in  the  banking 
till;  and  the  means  of  watching  the  fluctuation  of  this 
part  of  the  circulation  were  provided.  We  are  now  reap- 
ing the  fruits  of  this  simple,  but  wise  precaution.  A 
continuous  decrease  of  that  portion  of  our  circulation 
which  is  to  be  found  in  the  bank  till  has  occurred ;  and 
this  fact,  not,  as  formerly,  mystified  and  obscured  by  a 
vicious  state  of  the  law,  but  rendered  clear  and  notorious 
to  the  whole  public,  has  produced  all  the  true  effects  of 
contracted  issues. 

The  purpose  of  these  remarks  is  to  direct  attention  to 
the  importance  of  the  state  of  the  banking  reserve ; 
and  to  show  that  no  discussions  on  this  subject  can  tend 
to  instruct  the  public,  or  lead  to  a  satisfactory  or  profitable 
result,  wThich  omit  this  essential  consideration. 

The  absence  of  any  defined  and  known  limits  to  the 
banking  reserve  was  the  principal  cause  of  the  prolonged 
state  of  excessive  credit  which  terminated  in  the  con- 
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vulsion  of  1825,  and  again  in  the  mercantile  distress  and 
monetary  danger  of  1837. 

Hence  the  necessity  for  the  Act  of  1844,  by  which 
the  unlimited  power  of  issuing  notes  was  checked,  and  the 
banking  reserve  was  made  subject  to  positive  regulation. 

The  effect  of  the  limits  thus  imposed  upon  the  banking 
reserve  is  now  apparent  in  the  early  precaution  and 
gradual  contraction  of  speculative  excitement,  by  means 
of  which  we  are  enabled  to  maintain  commercial  credit 
unshaken,  while  the  exchanges  are  subjected  to  a  power- 
ful restraint,  and  our  specie  reserves  are  kept  at  a 
sufficient,  though  not  excessive  amount  under  circum- 
stances of  severe  and  peculiar  difficulty.  Let  this  state 
of  things  be  contrasted  with  that  which  has  existed  at 
previous  periods  of  pressure  and  difficulty  ;  and  a  reflecting 
community  will  not  come  to  the  conclusion  that  our 
recent  monetary  legislation  has  been  uncalled  for  by  any 
adequate  necessity,  or  that  it  has  failed  to  produce  the 
results  which  it  undertook  to  secure. 

Yours,  &c., 

MERCATOR. 

10th  January,  1850. 


LETTER  IV. 


SIR, — Permit  me,  through  your  columns,  to  make  one 
more  effort  to  clear  away  the  mists  and  obscurity  which 
have  been  thrown  around  the  question  of  the  Bank  Char- 
ter Act,  and  its  effect  upon  the  present  state  of  our  bul- 
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lion  reserves  and  of  commercial  credit.  The  subject  is  not 
in  itself  intricate  or  obscure  ;  the  public  will  find  it  to  be 
simple  and  easily  intelligible,  if  they  will  only  believe  it 
to  be  so,  and  will  approach  it  free  from  all  passionate 
feelings,  and  from  that  impression  of  mystery  which 
creates  the  evil  it  dreads. 

The  Act  of  1844  was  passed  as  a  complement  to  the 
Act  of  1819. 

Its  purpose  was  to  secure  effectually  the  maintenance 
of  cash  payments,  by  rendering  the  absolute  exhaustion  of 
the  bullion  impossible. 

It  had  direct  reference  only  to  the  safety  of  the  mone- 
tary system. 

By  its  effects  in  this  respect  the  success  or  failure  of 
the  Act  must  be  tested. 

The  effect  of  the  Act  upon  credit  and  speculation  is 
incidental  only. 

Could  it  even  be  shown  that  it  produces  no  effect  on 
these,  still  the  expediency  and  necessity  of  the  Act  would 
remain  unaltered. 

But,  no  doubt,  the  contraction  of  notes  as  bullion  is 
withdrawn,  does  act  indirectly  upon  credit,  speculation,  and 
prices — the  extent  of  the  effect  thus  produced  varying 
according  to  other  concomitant  circumstances. 

We  have  a  practical  illustration  of  both  these  effects 
of  the  Act,  the  direct  and  the  indirect  effects,  in  the 
present  state  of  monetary  affairs. 

The  store  of  bullion  has  been  effectually  maintained, 
notwithstanding  a  pressure  upon  the  exchanges,  from 
various  causes,  of  the  severest  character. 
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And  this  result  has  been  accompanied  by  a  gradual 
restrictive  influence  upon  credit  and  speculation,  the 
utility  of  which  few  reasonable  persons  will  deny,  and  the 
connexion  of  which  with  the  present  safety  of  our  mone- 
tary system  must  be  obvious  to  all  who  remember  the 
insecurity  of  our  monetary  system  on  former  occasions, 
previous  to  the  Act  of  1844,  when  no  such  restrictive 
influence  was  brought  into  play  during  the  early  period 
of  a  drain  of  bullion. 

But,  it  is  said,  issues  cannot  be  contracted  so  long  as 
bankers  are  liable  to  be  drawn  upon  by  depositors,  and  are 
subject  to  demands  from  their  customers  for  discount. 

It  is  surprising  to  what  an  extent  a  plain  and  simple 
matter  may  be  obscured  and  mystified  by  random  asser- 
tions couched  in  ambiguous  terms. 

It  might  as  well  be  asserted  that,  notwithstanding  the 
deficiency  of  the  supplies  which  Providence  may  furnish, 
the  food  of  a  people  cannot  be  contracted  so  long  as 
hunger  prevails,  and  men  must  be  fed. 

The  total  amount  of  bank-notes  is  now  made  by  law 
to  correspond  to  the  total  amount  of  bullion.  If  the 
amount  of  bullion  is  diminished  by  foreign  drain,  the 
amount  of  bank-notes  is  diminished  to  an  equal  extent 
by  law.  The  aggregate  body  of  bankers  in  that  case  can 
command  a  less  amount  of  bank-notes  with  which  to 
work  their  business.  What,  then,  are  they  to  do  ?  Their 
depositors  draw  upon  them. 

At  first  they  endeavour  to  meet  these  demands  from 
the  bank-notes  in  their  till — i.  e.,  from  their  banking 
reserve. 


334  LETTERS    ON    THE  • 

But  as  the  total  amount  of  notes  issued  has  been 
diminished  in  proportion  to  the  drain  of  bullion,  the  reserve 
of  each  banker,  already  restricted  by  this  process,  will 
bear  no  further  pressure.  The  approaching  exhaustion  of 
this  fund  will  compel  them  to  resort  to  other  measures, 
through  which  they  may  be -enabled,  notwithstanding  the 
decrease  in  the  amount  of  notes  issued,  still  to  meet  their 
outstanding  liabilities. 

They  will  necessarily  proceed  to  realize  their 
securities,  and  to  contract  their  credits  and  their 
discounts. 

It  is  idle  to  deny  the  possibility  of  this ;  it  is  what 
must  occur  by  the  very  necessity  «f  the  case  ;  it  is 
what  has  occurred  on  former  occasions,  and  what  again 
is  now  in  progress,  acting  most  beneficially,  because  the 
process  commenced  early  and  has  proceeded  gradually. 

But  the  present  state  of  commercial  affairs,  we  are 
told,  requires  an  increased  issue  of  bank-notes. 

Let  us  consider  what  would  be  the  certain  and 
immediate  effect  of  such  increased  issue  if  resorted  to. 

The  exchanges  are  at  this  moment  barely  main- 
tained at  par.  Bullion  is  on  the  point  of  going  out  of 
the  country  ;  indeed  it  is  still  subject  to  gradual 
diminution. 

This  affords  conclusive  proof  that  our  circulation  is 
not  too  high  in  value,  and  therefore  is  not  deficient  in 
amount  when  compared  with  the  circulation  of  other 
countries. 

If  we  now  proceed  to  a  further  issue  of  bank-notes, 
this  will  at  once  render  our  circulation  redundant  com- 
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pared  with  that  of  other  countries ;  the  exchanges  will 
be  relaxed,  and  bullion  will  pass  from  us  to  those  places 
in  which  there  has  been  no  corresponding  increase  of 
circulation. 

This  process  will  go  on  so  long  as  this  additional 
issue  of  notes  is  maintained  at  the  increased  amount. 

It  was  by  a  persistence  in  this  very  process  that  on 
occasions  of  adverse  state  of  exchanges,  before  the  Act 
of  1844,  the  bullion  was  reduced  to  an  alarming 
extremity. 

By  the  Act  of  1844  a  recurrence  to  this  fatal  process 
was  rendered  impossible  ;  hence  the  comparative  safety 
of  our  monetary  system  at  this  moment,  and  the  satis- 
factory state  of  commercial  credit,  as  contrasted  with  the 
state  in  which  it  was  found  at  former  periods  of  adverse 
exchanges  and  consequent  pressure. 

Let  it  be  clearly  understood  that  no  additional  issue 
of  bank-notes  can,  under  present  circumstances,  settle 
down  into  a  real  increase  of  the  circulation,  if  cash  pay- 
ments are  to  be  maintained. 

Our  monetary  condition,  stated  in  round  numbers, 
stands  thus  : — 

The  issue  department  holds  £10,000,000  of  bullion 
and  £14,000,000  of  securities,  against  which  it  has  issued 
£24,000,000  of  bank-notes. 

In  this  state  of  things  the  unsettled  state  of  the 
exchanges  tells  us  that  the  circulation  is  rather  in 
excess  than  otherwise,  compared  with  that  of  other 
countries. 

Suppose,    then,    we     issue     more     bank-notes — say 
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£4,000,000.  Bullion  will  at  once  begin  to  leave  the 
country,  until  the  equilibrium  between  the  amount 
of  our  circulation  and  that  of  other  countries  is 
established. 

We  shall  then  stand  thus  : — 

The  issue  department  will  hold  £6,000,000  of  bullion, 
and  £18,000,000  of  securities,  against  which  it  will  have 
issued  £24,000,000  of  notes. 

We  shall  still  remain  with  the  same  amount 
(£24,000,000)  of  notes  issued ;  the  only  difference  being, 
that  our  reserve  of  bullion  will  have  been  diminished, 
and  a  corresponding  increase  will  appear  in  the  amount 
of  securities. 

Upon  the  supposition  now  under  discussion — namely, 
a  further  increase  of  bank-notes  under  present  circum- 
stances— we  are  inevitably  brought  into  this  dilemma  :— 
If  the  increased  amount  of  circulation  be  maintained,  the 
bullion  will  immediately  leave  the  country,  and  a  suspen- 
sion of  cash  payments  must  ensue.  If  the  increased 
amount  of  circulation  be  not  maintained,  we  then  revert 
to  our  former  position  ;  the  advantages  anticipated  from 
an  increased  amount  of  circulation  will  not  have  been 
obtained,  while  our  protective  reserve  of  bullion  will  have 
been  seriously  diminished. 

I  must  not  trespass  further  to  follow  out  these 
views  to  all  their  legitimate  and  not  unimportant  conse- 
quences. This  duty  must  be  performed  by  the  public  on 
its  own  account.  I  have  endeavoured  to  indicate  the  true 
course  of  inquiry,  and  to  state  the  case  in  the  shortest  and 
most  simple  form.  In  the  torrent  of  discussion  with 
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which  this  subject  has  been  overwhelmed,  we  have  had 
too  many  words  and  too  little  of  clearness  and  simplicity 
of  views.  Truth,  however,  is  in  its  nature  always  simple 
and  clear ;  and  so  it  will  be  found  in  this  case,  even  by 
our  imperfect  faculties,  when  we  seek  it  with  singleness 
of  purpose  and  free  from  the  misguiding  influences  of  pre- 
judice, self-interest,  and  impatient  passions.  The  present 
confusion  of  tongues,  we  must  hope,  is  the  process  through 
which  truth  will  in  the  end  be  elaborated. 

MERCATOR. 

24th  January,  1856. 


LETTER  V. 

TO    THE   EDITOR   OF    ft  THE   TIMES." 

SIR, — In  a  few  weeks  Parliament  will  assemble. 
Among  the  important  subjects  to  which  its  attention 
must  then  be  directed  will  be  the  Bank  Charter  Act. 

Is  that  measure  to  be  renewed  and  rendered  per- 
manent in  its  present  form?  Is  it  to  be  subjected  to 
important  modifications,  or  is  it  to  be  altogether  repealed, 
and  the  management  of  the  circulation  and  the  security 
for  the  maintenance  of  cash  payments  to  be  restored  to 
the  state  in  which  they  were  before  the  Act  of  1844  was 
passed?  The  Government  must  shortly  declare  its 
opinion  and  tender  its  advice  to  Parliament  and  the 
country,  with  the  view  of  coming  to  a  final  settlement  of 
this  question.  In  anticipation  of  the  discussions  which 
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must  take  place  it  is  desirable  that  the  public  should 
refresh  their  recollection  of  the  leading  considerations  by 
which  the  necessity  for  some  further  security  for  the  due 
management  of  the  circulation  beyond  that  provided  by 
the  Act  of  1819  was  established,  and  of  the  preliminary 
discussions  which  prepared  the  way  for  the  passing  of  the 
Bank  Charter  Act.  Nor  is  it  unnatural  that  they  should 
wish  to  satisfy  themselves  how  far  the  reasoning  of  those 
who  advocated  that  measure,  and  the  anticipations  they 
entertained  of  the  probable  practical  results,  have  been 
verified  by  the  subsequent  course  of  events. 

The  principle  of  placing  a  positive  restriction  upon 
the  amount  of  the  paper  issues  was  introduced  for  the 
first  time  in  the  Act  of  1844.  Previously  to  this,  the 
paper  issues  had  been  subjected  to  no  further  restriction 
than  that  involved  in  the  obligation  upon  the  issuers  to 
convert  their  notes  at  all  times  into  gold  on  demand.  To 
rely  upon  the  efficiency  of  such  an  obligation,  unaccom- 
panied by  any  security  for  the  certain  fulfilment  of  it,  and 
to  permit  an  unlimited  issue  of  paper  notes,  which  are, 
nevertheless,  to  be  at  all  times  convertible  into  the  metal 
of  intrinsic  value,  will  not  now  to  an  instructed  public 
appear  to  have  been  a  very  reasonable  or  wise  measure. 
So  it  is — in  every  progressive  step  of  knowledge  we  look 
back  with  astonishment  at  our  antecedent  ignorance. 
The  duty  rests  with  Parliament  and  the  country  to 
institute  at  the  proper  time  a  careful  inquiry  into  the 
operation  of  this  new  principle  ;  and  the  recent  course  of 
events  having  subjected  our  monetary  system,  in  common 
with  that  of  the  other  countries  of  Europe,  to  a  severe 
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and  protracted  trial,  the  present  seems  to  be  the  appro- 
priate moment  at  which  we  may  dispassionately  scrutinize 
the  practical  operation  of  a  measure  the  object  and 
purpose  of  which  was  to  secure  the  solidity  of  our 
monetary  system  from  all  possible  danger  during  such  a 
contingency. 

Hitherto,  the  advocates  of  the  Act  of  1844  have  been 
content,  in  the  storm  of  ignorant  abuse  with  which  they 
have  been  assailed,  to  leave  their  opinions  to  the  sure 
operation  of  time,  and  the  silent  but  irresistible  influence 
of  truth.  The  new  principle,  however,  has  now  been 
subjected  to  a  sufficient  trial.  Every  honest  inquirer 
after  truth  will  ask,  ' s  What  has  been  the  result  ?  Has 
the  solidity  of  our  monetary  system  been  effectually 
maintained  under  the  provisions  of  the  Act  through  the 
recent  period  of  protracted  pressure  on  the  exchanges? 
Has  the  operation  of  the  Act  been  found  to  correspond 
with  the  anticipations  of  those  who  originally  advocated 
the  principles  upon  which  it  is  founded,  and  has  it  accom- 
plished the  results  which  they  ventured  to  promise?" 
From  such  inquiries  the  friends  of  the  Act  of  1844  have 
no  reason  to  shrink.  The  hopes  they  ventured  confidently 
to  entertain  have  not  been  disappointed ;  the  results  they 
looked  to  have  been  fully  accomplished;  and  the  prin- 
ciples upon  which  they  relied  have  received  ample  con- 
firmation. 

But  a  further  question  may  suggest  itself,  and  the 
investigation  to  which  it  points  cannot  be  overlooked. 

Have  the  restrictions  imposed  by  the  Act  as  necessary 
for  the  protection  of  our  bullion  reserve  and  the  faithful 
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maintenance  of  the  metallic  value  of  our  circulation  been 
found  consistent  with  the  prosperity  of  our  trade,  our 
commerce,  and  every  branch  of  productive  industry,  and 
conducive  to  the  safe  and  healthy  development  of  the 
national  resources  ? 

The  answer  to  this  question  is  calculated  to  generate 
feelings  of  pride,  not  in  the  friends  of  the  Act  of  1844 
alone,  but  in  the  breast  of  every  Englishman.  Because  it 
is  to  be  found  in  a  careful  consideration  of  the  progres- 
sive increase  of  the  trade  of  the  country  through  the 
twelve  years  during  which  the  Act  has  been  in  force,  and 
of  the  corresponding  increase  of  prosperity  in  every  other 
branch  of  industry  ;  and  further,  in  a  comparison  of  the 
present  extension  of  national  prosperity  with  the  state  of 
the  country  in  1844,  the  year  in  which  the  Act  was 
passed. 

The  great  change  in  our  commercial  system  by  which 
the  jealousies  and  protective  restrictions  of  former  times 
were  abandoned  for  the  principles  of  free  trade,  and  also 
the  laws  by  which  the  monetary  system  has  been  estab- 
lished upon  a  clearly-defined  and  solid  basis,  are  due  to 
the  wisdom  and  firmness  of  the  same  Minister.  They 
were  introduced  about  the  same  period ;  they  were 
received  by  an  important  portion  of  the  community  with 
the  same  vehement  and  incautious  denunciations;  they 
have  now  been  subjected  to  the  same  test  of  practical 
experience,  and  the  issue  has  been  in  each  case  a  simi- 
larly successful  result.  Born  about  the  same  time,  and 
springing  from  the  same  parent,  these  great  measures  have 
been  exposed  to  similar  difficulties  through  their  early 
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career;  vague  apprehension  and  unnecessary  panic  on  the 
part  of  the  short-sighted  and  ignorant,  bitter  hostility  and 
unscrupulous  abuse  from  the  rash  and  intemperate,  frantic 
clamour  by  some,  ominous  but  mistaken  predictions  by 
others.     To  what  an  amount  of  unreasonable  hostility,  to 
what  rancorous  and  unseemly  abuse,  was  Sir  Robert  Peel 
exposed,  on  account  of  the  measures  by  which  he  placed 
the  prosperity  of  our  trade  upon  a  lasting  and  solid  foun- 
dation I     Nor  did  a  more  reasonable  or  just  appreciation 
attend  the  effort  which  he  made  to  simplify  and  strengthen 
the  foundations  of  our  monetary  system.      We  were  told, 
"  If  you  remove  the  restrictions  by  which  British  industry 
has  been  protected  and  nurtured — if  you  proceed  to  ex- 
pose our  trade   to   foreign   competition — British    energy 
will    be    paralyzed ;  the    trader    will   be   undersold,    the 
agriculturist  will  be  ruined,  and  the  foundations   of  our 
national  prosperity  will  be  shaken.   If,  again,  you  attempt 
to  put  a  positive  restriction  upon  the  amount  of  the  paper 
issues,  and  thus  faithfully  secure  to   the   paper  money  a 
value    corresponding   to  that  of  the  metallic  money,  the 
result   will  be  that  credit  will  be  destroyed,  enterprise 
will   be   paralyzed;    the    multiplied  transactions   of  this 
busy    country    cannot   be    carried  on    with    a   monetary 
system  thus  restricted,  and  the  naturally  expansive  ten- 
dencies of  our  prosperity  will  be  fatally  obstructed.'5      To 
these  anticipatory  apprehensions  and  alarming  predictions 
the  supporters  of  the  measures  of  Sir  Robert  Peel,  both 
as  regards  trade  and  monetary  affairs,  may  now  oppose  a 
triumphant  appeal  to  practical  results.     What  was    the 
extent  of  our  trade,   what  the  general  state  of  national 
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prosperity,  in  1844, — the  period  at  which  it  may  be  fully 
said  that  both  these  great  measures  were  inaugurated ; 
and  what  is  the  corresponding  state  of  trade  and  general 
prosperity  at  the  close  of  1856,  when  these  measures  have 
undergone  a  twelve  years'  probation. 

The  monthly  and  annual  statements  published  by  the 
Board  of  Trade  are  now  accessible  to  everybody,  and, 
fortunately,  they  are  the  subject  of  careful  consideration 
by  many.  These  tell  a  plain  but  impressive  tale.  Im- 
ports and  exports,  amounting  in  1844  to  £45,000,000 
sterling  per  annum,  increased  in  1856  to  an  amount  con- 
siderably exceeding  £100,000,000.  Let  an  intelligent 
community  reflect  seriously  upon  the  full  meaning  of 
these  tables ;  let  them  clearly  develope  to  themselves  all 
that  is  really  expressed  in  this  short  statement.  What 
must  have  been  the  development  of  national  industry  by 
which  this  immense  increase  of  exports  is  produced! 
What  the  accumulation  of  capital  in  the  machinery  neces- 
sarily employed  in  producing,  in  the  railroads  and  ship- 
ping occupied  in  the  transference,  by  land  and  by  sea,  of 
these  exports,  and  in  bringing  back  the  corresponding 
imports  !  What  must  have  been  the  increase  of  national 
resources  which  can  enable  the  people  of  this  country  to 
pay  for  this  incredible  amount  of  imports  !  What  an 
increase  of  the  comforts  and  the  luxuries  of  the  people 
must  the  distribution  among  them  of  such  an  amount  of 
imported  articles  necessarily  involve  !  And,  lastly,  what 
must  have  been  the  extension  of  credit  and  the  expansion 
of  confidence,  without  which  these  multiplied  transac- 
tions could  not  be  sustained,  and  this  extensive  inter- 
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change    and   distribution   of  commodities    could   not   be 
effected. 

These  results  cannot  be  claimed  as  the  direct  and  neces- 
sary consequence  of  the  monetary  legislation  of  1844. 
They  are  the  glorious  fruits  of  the  free  trade  measures 
of  that  period.  But,  if  the  seed  was  sown  and  first  ger- 
minated in  the  soil  of  free  trade,  let  us  remember  that  our 
monetary  legislation  has  constituted  the  atmosphere  in 
which  the  plant  has  grown  to  its  present  strength  and  ma- 
turity. Does  it  now  exhibit  any  symptoms  of  having  been 
nurtured  in  an  ungenial  climate,  any  indication  of  defi- 
ciency in  the  support  and  nutriment  necessary  for  its 
healthy  growth,  or  any  sign  that  it  has  been  subjected  to 
pruning  or  restraint  incompatible  with  the  full  develop- 
ment of  its  gigantic  proportions  ?  The  events  of  the 
last  twelve  years  are  pregnant  with  valuable  instruction 
as  regards  our  monetary  as  well  as  our  commercial 
legislation,  and  reference  may  justly  be  made  to  them  as 
affording  evidence  of  the  safety  and  efficiency  of  the  Act 
of  1844.  It  has  protected  the  bullion  reserve  and  faith- 
fully maintained  the  value  of  our  paper  money  through 
a  period  of  very  trying  circumstances,  and,  while  discharg- 
ing this,  its  peculiar  and  appropriate  function,  the  restric- 
tion imposed  by  it  upon  the  paper  issues  has  not  been 
found  inconsistent  with  a  wonderful  development  of 
industrial  energy,  nor  has  the  application  of  those  restric- 
tions, even  in  their  most  severe  and  stringent  form, 
verified  any  of  the  sinister  predictions  of  its  opponents. 
It  has  not  destroyed  credit,  it  has  not  paralyzed  the  opera- 
tions of  trade,  it  has  offered  no  serious  interruption  to  the 
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safe  and  healthy  expansion  of  national  prosperity  to  an 
extent  of  which  there  is  no  previous  example.  While, 
however,  it  has  thus  extinguished  the  predictions  of  its 
opponents,  it  has  realized  all  that  its  advocates  ventured 
to  promise  on  its  behalf. 

Through  a  protracted  period  of  unnatural  disturbance 
in  the  distribution  of  the  precious  metals  throughout  the 
world,  and  of  consequent  pressure  upon  the  monetary 
system  of  all  the  countries  of  Europe,  it  has  maintained  a 
strict  correspondence  of  the  amount  of  paper  notes  with 
the  amount  of  bullion ;  it  has  introduced  the  necessary 
restriction  upon  the  amount  of  the  paper  issues  and  upon 
credit  in  the  early  stage  of  the  drain  of  bullion,  and  has 
thus  rendered  it  gradual ;  it  has  indirectly  afforded  timely 
warning  and  applied  a  salutary  restraint  to  dangerous 
speculations,  without  unnecessarily  crippling  legitimate 
operations ;  it  has  exercised  a  moderate  but  steady  and 
effectual  control  over  the  exchanges ;  it  has  thus  arrested 
a  drain  of  bullion  which  would  otherwise  have  become 
formidable,  and  in  the  last  stage  productive  of  serious  alarm 
(which  we  know  was  the  almost  invariable  result  in  former 
times) ;  and  there  is  every  reason  to  expect  that  it  will 
have  conducted  us  safely  through  all  the  difficulties  of  the 
past  year.  The  winds  have  blown,  the  waves  have  rolled, 
even  the  compass  has  been  disturbed,  and  has  seemed  at 
times  to  give  uncertain  indications,  but  the  vessel  has  kept 
her  true  course,  and  she  is  now  about  to  pursue  her  further 
voyage,  sound  in  all  her  parts,  her  masts  and  her  rigging 
undisturbed,  and  her  cargo  uninjured. 

Are  we,  then,  to  cashier  the  captain,  to  condemn  the 
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ship,  to  issue  a  new  code  of  sailing  instructions ;  or  have 
we  sufficient  reason  for  continuing  our  confidence  in  the 
soundness  and  efficiency  of  the  system  under  which  the 
results  already  described  have  been  secured  ?  Those  who 
have  uniformly  supported  the  Act  of  1 844,  through  good 
report  and  through  evil  report,  have  rested  their  con- 
fidence upon  scientific  principles ;  and  those  principles 
have  never  been  shaken  in  argument.  For  a  practical 
confirmation  of  their  views  they  have  always  appealed  to 
future  results.  These  results  are  now  before  the  public — 
an  enlightened  public,  if  we  contrast  the  knowledge  now 
diffused  throughout  the  community  on  this  subject  with 
the  darkness  by  which  we  were  overshadowed  when  these 
discussions  first  arose. 

What,  then,  is  the  public  judgment  on  this  matter? 
Let  those  who  from  their  position  in  the  Bank  direction 
have  had  the  duty  of  watching  with  daily  vigilance  the 
operation  of  the  Act  through  a  period  of  trial,  declare  the 
result  of  their  observation  and  experience.  Have  they 
found  that  the  powers  with  which  they  are  armed,  and  the 
restrictions  to  which  they  are  subjected,  are  consistent 
with  the  satisfactory  conduct  of  our  monetary  affairs? 
What  is  the  result  of  the  experience  of  our  cautious  and 
enlightened  merchants?  Have  they  found  the  monetary 
system  of  this  country  subjected  to  an  unnecessary  pressure 
from  which  other  great  trading  communities  have  been 
exempt  ?  Have  their  transactions  been  restricted  and  inter- 
rupted by  needless  monetary  pressure,  while  those  of  their 
correspondents  at  Hamburg,  at  Paris,  at  Vienna,  or  at 
New  York  have  been  subjected  to  no  such  inconvenience? 
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What,  according  to  their  experience,  would  have  been  the 
certain  result  of  a  relaxation  or  suspension  of  the  Act  of 
1844  during  the  past  year?  Are  they  not  convinced  that 
the  demand  for  capital  and  the  consequent  rise  in  the  rate 
of  interest  would  have  been  rendered  more  severe  through 
the  further  expansion  of  undue  speculation ;  that  the 
pressure  upon  the  exchanges  and  the  drain  of  bullion  would 
have  continued  longer  without  due  correction ;  and  that, 
in  the  last  extremity,  sudden  contraction  and  alarm  would 
have  been  the  inevitable  result,  instead  of  that  gradual 
and  easy  restriction  under  which  trade  has  continued  to 
prosper,  while  the  monetary  system  has  been  effectually 
protected?  Surely,  the  lessons  of  former  experience  are 
not  to  be  obliterated — the  crisis  of  1825,  when  the  ex- 
changes remained  uncorrected  till  the  bullion  was  reduced 
to  almost  the  last  sovereign,  and  consequent  alarm  had 
brought  the  country  to  the  very  verge  of  a  state  of  barter ; 
the  perils  of  1837  and  1839,  when  a  repetition  of  this  neglect 
of  timely  restriction  of  the  issues  brought  about  analogous 
results,  imminent  danger  to  the  monetary  system  and 
extreme  alarm.  Are  we  so  thoughtless  or  so  mad  as  to 
contemplate  a  return  to  this  state  of  things  as  prefer- 
able to  the  ease,  the  tranquillity,  the  undisturbed  state  of 
public  credit,  and  the  uninterrupted  prosperity  of  every 
branch  of  industry  which  has  characterized  the  past  year  ? 
— The  determination  of  this  question  may  be  safely  left 
to  those  great  classes  of  the  community  which  have  the 
most  immediate  interest  in  a  wise  decision.  Public 
opinion,  expressed  through  them,  must  exercise  its  legiti- 
mate and  salutary  influence  on  the  deliberations  of  the 
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Legislature.  The  subject,  fortunately,  is  no  longer  in- 
volved in  the  obscurity  which  formerly  surrounded  it. 
Facts  have  accumulated,  and  are  spread  like  seed  over  the 
public  mind.  Correct  information  and  sound  reasoning 
have  diffused  their  enlightening  influence  over  all  classes. 
The  alarm.,  not  unnaturally  excited  in  the  first  instance 
by  vague  denunciations  and  unfounded  predictions  of  evil 
upon  a  subject  imperfectly  understood,  has  subsided,  and 
the  every-varying  phenomena  of  monetary  affairs,  the 
alternations  of  ease  and  pressure,  of  excitement  and  re- 
striction, the  inevitable  accompaniments  of  activity  and 
progress,  are  now  contemplated  with  that  calm  com- 
posure and  steady  confidence  which  are  the  sure  result  of 
sound  knowledge. 

Thus  are  we  prepared  to  approach  the  question  of 
the  Bank  Charter  Act  and  the  final  settlement  of  our 
monetary  legislation,  free  from  the  foolish  apprehensions 
which  spring  from  ignorance,  and  undismayed  by  warnings 
and  denunciations,  the  fallaciousness  of  which  has  been 
established  by  recent  and  enlarged  experience,  confirming 
the  conclusions  of  previous  reasoning  and  establishing  the 
final  triumph  of  sound  principles. 

MERCATOR. 

December,  1856. 


LETTEK  VI. 


SIR, — Your   insertion   of  my  former  communication 
encourages  me  to  pursue  the  subject. 
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In  the  approaching  session  legislation  must  take  place 
upon  the  Bank  Charter  Act.  That  measure  must  be 
renewed  or  repealed,  partially  or  entirely ;  and,  as  prepa- 
ratory to  this  result  some  judgment  must  be  pronounced  by 
the  public,  to  arrive  at  a  sound  conclusion  we  must  revert 
to  the  circumstances  creating  the  necessity  out  of  which 
that  measure  arose,  we  must  again  examine  the  principles 
upon  which  it  was  founded,  and  the  results  which  have 
arisen  under  the  Bill  must  be  compared  with  the  anticipa- 
tions and  predictions  of  those  upon  whose  recommendation 
and  authority  the  measure  was  passed. 

The  Act  of  1844,  though  founded  on  scientific  prin- 
ciples, was  eminently  a  measure  of  a  practical  character. 
It  was  an  attempt  to  apply  an  effectual  safeguard 
against  the  inconvenience  and  danger  which  had  actually 
occurred  on  several  occasions  between  18 19  and  the  period 
of  passing  the  Act.  When  the  resumption  of  cash  pay- 
ments was  determined  upon  in  1819,  the  Legislature 
subjected  all  issuers  of  notes  to  the  obligation  of  paying 
their  notes,  on  demand,  in  gold.  But  it  took  no  further 
steps  to  secure  the  fulfilment  of  that  obligation;  no 
restriction  was  placed  upon  the  number  of  issuers,  nor 
upon  the  fluctuations  in  the  amount  of  notes  which  such 
issuers  might  put  forth. 

The  efficiency  of  this  system  for  the  proper  regulation 
of  the  circulation  was  subjected  to  severe  trial,  especially 
on  three  occasions— 1825,  1837,  and  1839. 

No  reasonable  person  can  be  surprised  at  the  results 
which  ensued.  The  Legislature  had  imposed  an  obliga- 
tion to  pay  the  notes  in  gold  on  demand,  without  providing 
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any  security  for  the  fulfilment  of  it.  It  required  a  con- 
stant coincidence  of  value  between  paper  notes  and  metal- 
lic coin,  but  it  put  no  restriction  upon  the  issue  of  the 
paper  notes,  the  value  of  which  could  be  regulated  and 
maintained  by  no  other  means  than  a  strict  limitation  of 
the  amount. 

The  discussions  which  subsequently  arose  established 
a  conviction  in  the  public  mind  that  the  disasters  of  trade 
and  the  imminent  danger  of  failure  to  maintain  specie 
payments  which  marked  those  periods  were  intimately 
connected  with  mismanagement  of  the  paper  issues.  Exten- 
sive insolvency  of  the  issuers  had  occurred;  and  the  issuing 
power  had  been  greatly  abused  by  maintaining  the  amount 
of  issues  undiminished  when  the  state  of  the  exchanges 
and  the  steady  decrease  of  the  bullion  reserve  clearly 
demanded  a  contraction  of  the  circulation,  for  the  purpose 
of  maintaining  its  value  and  securing  its  convertibility. 

When  the  period  for  the  renewal  of  the  Bank  Charter 
arrived,  Sir  Robert  Peel  applied  his  eminently  practical 
mind  to  a  consideration  of  the  proper  means  of  correcting 
these  evils. 

He  saw  that  the  discretion  of  the  issuers  is  not  a 
sufficient  security  to  the  public  for  the  proper  regulation 
of  the  amount  of  the  circulation,  but  that  it  must  be 
secured  by  some  positive  enactment. 

He  saw  that  banking  purposes,  or  the  supposed  require- 
ments of  trade,  do  not  constitute  the  proper  measure  by 
which  to  regulate  the  amount  of  paper  issues ;  but  that 
these  must  be  regulated  with  reference  to  the  amount  of 


[350]  LETTERS    ON   THE 

the  bullion  into  which  the  notes  are  to  be  at  all  times 
convertible. 

These  considerations  led  Sir  Robert  Peel  to  the  con- 
clusion that,  as  an  abstract  principle,  without  refer- 
ence to  what  is  due  to  existing  regulations,  to  established 
habits  and  prejudices,  the  paper  money  of  a  country 
ought  to  be  issued  by  one  body  exclusively,  and  that  the 
amount  of  that  issue  ought  to  be  regulated  in  strict 
accordance  with  the  fluctuations  in  the  amount  of  gold. 

Upon  this  principle  the  Act  of  1 844  was  founded  ;  and 
in  the  provisions  of  the  Act  this  principle  was  carried  out 
to  an  extent  which  was  deemed  sufficient  to  secure  the 
great  object  in  view.  In  some  not  unimportant  parti- 
culars the  application  of  this  principle  was,  however, 
partially  modified  or  suspended,  in  obedience  to  practical 
considerations  of  the  nature  already  alluded  to. 

The  "Issue  Department"  of  the  Bank  of  England 
was  completely  separated  from  the  "  Banking  Depart- 
ment/' and  the  fluctuations  in  the  amount  of  Bank  notes 
put  forth  by  the  u  Issue  Department"  were  made  to  con- 
form strictly  to  the  amount  of  bullion  in  deposit. 

Numerous  sources  of  issue  were  still  permitted  to  con- 
tinue, but  these  were  subjected  to  new  regulations,  the  ob- 
ject of  which  was  to  put  some  effectual  restraint  upon  the 
private  discretion  of  the  issuers,  to  establish  a  more  close 
and  immediate  relation  between  the  fluctuations  in  the 
amount  of  their  issues  and  of  the  gold  in  deposit,  and  to 
diminish  the  danger  of  insolvency  on  the  part  of  the 
issuers. 
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The  question  which  now  comes  before  the  country  is 
this  — whether  the  Act  of  1844  ought  to  be  renewed  in  its 
present  form,  or  with  modifications,  or  whether  it  ought  to 
be  altogether  repealed. 

To  determine  this  question  we  must  consider  how  far 
the  Act  has  accomplished  the  purpose  for  which  it  was 
passed,  how  far  the  principle  upon  which  it  was  founded 
has  been  verified  by  subsequent  experience,  and  whether 
the  anomalies  still  permitted  to  exist  under  the  provisions 
of  the  Act,  have  been  found  to  interfere  with  the  full  effi- 
ciency of  the  Act  to  such  an  extent  as  to  require  further 
legislation  for  the  correction  or  removal  of  them. 

The  first  great  object  of  the  Act  was  the  effectual 
maintenance  of  specie  payments,  and  the  suppression 
of  all  real  danger  and  of  such  reasonable  alarm  and  ap- 
prehension upon  the  subject  as  occurred  in  1825,  1837, 
and  1839. 

And,  second,  the  accomplishment  of  this  result  by 
means  which  should  secure  a  constant  conformity  between 
the  fluctuations  in  the  amount  of  paper  notes  and  of  the 
bullion,  and  thus  necessarily  insure  an  early  and  therefore 
gradual  contraction  of  circulation,  instead  of  leaving  it  to 
fall,  in  an  advanced  stage  of  the  drain  of  bullion,  with 
sudden  and  disastrous  violence  upon  a  public  unprepared, 
and  therefore  easily  alarmed. 

That  the  Act  has  fully  accomplished  all  that  was  ex- 
pected from  it  in  this  respect  admits  of  no  reasonable 
doubt.  It  has  been  in  operation  during  a  period  of  12 
years,  and  in  the  latter  part  of  this  period  we  have  passed 
through  a  severe  trial — a  sudden  transition  from  peace  to 
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war,  and  again  a  return  from  a  state  of  war  to  peace,  im- 
mense military  expenditure  and  heavy  loans  by  the  princi- 
pal Governments  of  Europe,  a  severe  drain  upon  the 
precious  metals  in  all  the  principal  exchange  towns  in 
Europe,  a  great  rise  in  the  rate  of  interest  throughout 
the  continent,  from  the  extensive  destruction  of  capital 
during  the  war,  followed  by  the  sudden,  though  natural, 
expansion  of  commercial  enterprise  on  the  return  to  peace, 
and  a  further  pressure  upon  capital  in  this  country,  from 
the  speculative  activity  springing  out  of  the  excitement 
of  a  new  limited  liability  law. 

Through  the  whole  of  this  trying  period  the  bullion 
in  the  Bank  of  England  has  been  steadily  maintained  at 
an  amount  which  effectually  suppresses  all  alarm  or  anxiety 
respecting  our  specie  payments  ;  the  unavoidable  pressure 
upon  the  money-market  has  come  on  gradually  and  pro- 
gressively, in  concurrence  with  the  drain  upon  the  bullion, 
and,  the  result  being  clearly  anticipated,  and  the  cause  of 
it  correctly  understood  by  the  trading  community,  it  has 
produced  neither  alarm  nor  serious  inconvenience.  In 
this  respect  the  contrast  of  the  circumstances  attending 
the  recent  drain,  and  of  the  manner  in  which  it  has  been 
met,  with  the  effects  produced  during  former  periods 
of  pressure  in  1825,  1837,  and  1839  is  most  satisfactory 
and  encouraging. 

In  the  12  years  which  have  now  elapsed  from  the 
passing  of  the  Act,  the  trade  of  this  country  has  more 
than  doubled,  we  have  passed  from  peace  to  war,  we  have 
raised  large  loans,  we  have  greatly  increased  our  taxation 
without  any  decrease  of  the  previous  productiveness  of 
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each  branch  of  our  revenue,  we  have  sustained  a  pro- 
tracted drain  of  bullion,  and  we  are  now  speedily  pro- 
gressing through  a  period  of  pressure  and  difficulty,  the 
cause  of  serious  embarrassment  in  other  countries,  with- 
out any  real  disturbance  with  us  of  public  credit,  or  any 
apprehension  respecting  the  solidity  of  our  monetary  sys- 
tem. The  high  rate  of  interest,  the  long-continued  export 
of  bullion,  and  the  unavoidable  pressure  upon  our  mone- 
tary system,  are  met  without  alarm,  without  difficulty, 
without  any  general  discredit.  This  firm  and  steady  con- 
dition of  our  trading  community  will  bear  a  favourable 
comparison  with  the  state  of  credit  in  other  countries 
under  the  influence  of  the  same  disturbing  causes.  This 
consideration  leads  to  the  conclusion  that  there  is  nothing 
in  our  monetary  legislation  really  unsound  ;  that  the  law 
by  which  we  have  placed  our  paper  issues  upon  a  solid 
basis  is  perfectly  consistent  with  the  unlimited  develop- 
ment of  our  trading  energies  under  favourable  circum- 
stances, and  with  a  solid  and  steady  state  of  public  credit 
and  commercial  resources  during  periods  of  adverse 
exchanges  and  of  increased  demand  for  capital. 

But  a  relaxing  power  is  called  for  by  some  persons. 
What  necessity  can  there  be  for  any  special  provision  to 
facilitate  the  relaxation  of  a  law,  under  the  stringent 
application  of  which  such  results  have  been  accomplished  ? 

Let  us  consider  well  the  inevitable  consequence  of 
introducing  any  relaxing  power  under  the  Act.  Will  it 
not  destroy  the  real  efficiency  of  the  Bill  ? 

As  the  law  now  stands,  the  commencement  of  a  drain 
of  bullion  is  immediately  followed  by  measures  of  precau- 


354]  LETTERS   ON   THE 

tion  on  the  part  of  the  Bank  and  the  public,  engendered 
by  the  conviction  that  contraction  of  issues  and  restric- 
tion of  credit  must  progress  without  interruption  until 
the  drain  of  bullion  has  been  effectually  checked.  Con- 
vinced that  they  can  have  no  ultimate  resource  or  secu- 
rity except  in  a  cessation  of  the  drain  produced  by  con- 
traction of  issues,  and  an  increase  in  the  value  of  money, 
both  the  Bank  and  the  public  watch  with  vigilant  atten- 
tion the  first  symptoms  of  decreasing  bullion,  and,  resort- 
ing at  once  to  those  measures  which  are  the  only  legiti- 
mate and  certain  means  of  arresting  the  drain,  they  obvi- 
ate all  ultimate  danger,  and  are  enabled  to  meet  the 
difficulties  of  the  crisis — the  contraction  of  issues,  the 
rise  in  the  rate  of  interest,  the  restriction  of  credit — 
without  embarrassment  or  alarm. 

Upon  this  point  we  may  now  make  a  conclusive 
appeal  to  experience. 

But  if  a  relaxing  power  be  introduced  into  the  Act  a 
strong  tendency  will  at  once  arise,  influencing  both  the 
Bank  and  the  public  to  rely,  less  upon  their  own  early 
precaution  and  prudence,  and  to  look  to  a  resort  to  this 
relaxing  power  as  their  ultimate  source  of  relief.  By 
this  means  the  adoption  of  precautionary  and  corrective 
measures  will  be  delayed,  the  early  and  gradual  contrac- 
tion of  credit  and  of  transactions  will  be  interrupted,  the 
steady  confidence  with  which  the  public  now  contemplate 
the  progress  of  a  drain  of  bullion,  and  meet  the  pressure 
which  necessarily  accompanies  it,  will  be  disturbed,  and 
thus  the  real  utility  and  efficiency  of  the  Bill  will  be 
seriously  impaired — possibly  altogether  lost. 
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The  Act  was  passed  for  the  express  purpose  of  pre- 
venting the  possibility  of  an  undue  issue  of  paper-money 
in  periods  when  the  temptation  to  such  undue  issue 
becomes  pressing  and  dangerous.  The  introduction  of  a 
relaxing  power  would  be  a  public  declaration  inserted  in 
the  Act  itself  that  its  restrictive  provisions  shall  not  be 
enforced  when  those  peculiar  circumstances  occur  which 
render  the  provisions  of  the  Act  necessary  to  protect  the 
solidity  of  our  monetary  system. 

What  would  be  thought  of  the  courage  which  claims 
the  privilege  of  running  away  whenever  the  danger 
becomes  great,  of  the  fortitude  which  shrinks  when  the 
trial  is  severe  or  the  pain  acute,  or  of  the  moral  code 
which  sanctions  the  principle  of  relaxation  whenever  the 
temptation  to  crime  becomes  strong  or  the  effort  of  resist- 
ance is  peculiarly  painful  ?  The  absurdity  is  in  no  respect 
less  in  the  matter  now  under  our  consideration.  No  great 
danger  can  be  averted,  no  pressing  evil  can  be  removed, 
without  the  strain  and  effort  of  a  determined  struggle  or 
the  painfulness  of  some  present  sacrifice.  When  all  the 
civilized  world  is  competing  for  capital  no  country  can 
retain  its  due  proportion  which  will  not  consent  to  pay 
the  necessary  price  in  the  form  of  a  high  rate  of  interest. 
When  peculiar  causes  create  a  general  and  severe  demand 
for  the  precious  metals,  the  country  which  will  not  consent 
to  bear  her  proportionate  share  of  the  pressure,  must  con- 
sent to  yield  to  other  countries  in  which  there  is  more 
firmness  and  more  regard  to  principle,  those  precious 
metals,  and  to  abandon  that  metallic  standard  which  she 
has  neither  the  virtue  nor  the  resolution  to  maintain.  Is 
z*  2 


[356]  LETTERS    ON    THE 

England,  then,  the  country  which  is  unable  or  unwilling 
to  pay  the  rate  of  interest  which  in  a  temporary  emer- 
gency may  become  requisite  for  retaining  the  amount  of 
capital  proportioned  to  the  extent  of  her  engagements ; 
or  is  England  the  country  which  has  neither  the  firmness 
nor  the  honesty  to  bear  the  temporary  pressure  which 
may  be  necessary  for  maintaining  the  metallic  value  of 
her  currency  and  for  upholding  the  good  faith  of  her 
standard  ? 

But  weakness  and  irresolution  in  the  hour  of  trial 
always  prove  false  friends  to  those  who  foolishly  place 
reliance  in  them.  They  lead  not  to  honour  or  to  safety, 
but  are  the  fatal  guides  to  disgrace  and  danger.  Mone- 
tary affairs  are  not  exempt  from  this  universal  law.  The 
relaxing  power  will  prove  a  false  and  treacherous  guide  to 
the  country  that  relies  upon  it.  It  means  an  increase  of 
issues  not  warranted  by  any  increase  of  bullion  ;  and  it 
will,  of  course,  be  resorted  to  only  during  an  adverse  state 
of  the  exchanges.  But  bullion  goes  out  of  the  country 
only  because  it  is  in  greater  demand  elsewhere  than  with 
us — thus  affording  conclusive  proof  that  our  currency  is 
comparatively  redundant.  At  such  a  moment  to  increase 
the  issue  of  notes  must  tend  to  increase  the  redundancy 
of  our  currency,  and  give  additional  force  to  the  causes 
which  produce  the  export  of  bullion.  The  immediate 
effect  may  be  a  delusive  appearance  of  relief;  but  the 
ultimate  result  must  be  to  extend  the  mischief,  and  to 
render  the  final  correction  of  it  more  difficult,  and  attain- 
able only  by  a  still  greater  sacrifice.  It  is  important  that 
these  inevitable  results  of  the  introduction  of  a  relaxing 
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power  into  the  Act,  should  be  clearly  understood.  The 
public  otherwise,  deluded  with  the  belief  that  they  still 
retain  the  protection  and  security  which  the  Bill  in  its 
present  form  undoubtedly  affords,  may  find,  when  the 
period  of  trial  arrives,  that,  in  adopting  the  relaxing 
power,  they  have  surrendered  the  substance  and  grasped 
only  the  shadow. 

MERCATOR. 

January,  1857. 
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SAMUEL  JONES  LOYD,  Esq.,  called  in,  and  Examined, 
17th  July,  1840. 


2652.  Chairman — Henry  Warburton,  Esq.]     IN  your 
opinion,    have  the  various  issuing  bodies  managed  their 
circulation  since  1833  according  to  sound  principles? — In 
my  opinion,  the  various  issuing  bodies  have  not  managed 
their  paper   circulation   since    1833   in    conformity  with 
sound  principles. 

2653.  Do   you   apply  this  as    well    to   the  Bank  of 
England   as   to  the  various  provincial  issuers? — Yes;  I 
think   it  is  true  both  of  the  Bank  of  England  and  the 
provincial  issuers. 

2654.  What,  in  your  opinion,  is  the  sound  principle 
according  to  which  the  circulation  should  be  regulated  ? — 
A   metallic  currency,  I  conceive,  by  virtue  of  its  own 
intrinsic  value,  will  regulate  itself ;  but  a  paper  currency,  | 
having    no   intrinsic   value,    requires  to  be  subjected  to  [ 
some  artificial  regulation  respecting  its  amount.     The  use 
of  paper  currency  is  resorted  to  on  account  of  its  greater 
economy  and  convenience,  but  it  is  important  that  that 
paper  currency  should   be   made  to  conform  to  what  a 
metallic  currency  would  be,  and  especially  that  it  should 
be  kept  of  the  same  value  with  the  metallic  currency,  by 
being  kept  at  all  times  of  the  same  amount.     Now,  the 
influx  and   efflux   of  gold  is  the  only  sure  test  of  what 
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would  have  been  the  variations  of  a  metallic  currency, 
and,  therefore,  I  conceive  that  that  constitutes  the  only 
proper  rule  by  which  to  regulate  the  fluctuations  of  a 
paper  currency. 

2655.  What  is  it  that  you  include  in  the  term  circula- 
tion ? — I  include,  in  the  term  circulation,  metallic  coin, 
and  paper   notes  promising  to  pay  the  metallic  coin  to 
bearer  on  demand. 

2656.  Do  you  include  in  the  circulation  of  the   Bank 
of  England,   the  reserve  held  by   the  Bank  of  England 
against  its   deposits? — As   the   accounts   are   at  present 
kept,  that  is  not  included  in  the  circulation ;  but,  under  a 
proper  separation  of  the  accounts,  I  conceive  that  it  would 
be  included.      The   circulation  now  includes  only  those 
notes  which  are  out  of  the  walls  of  the  Bank  of  England  ; 
under  a  proper  separation  of  the  accounts,  it  would  include 
all  notes  that  are  out  of  the  walls  of  the  currency  depart- 
ment,  and,  therefore,  of  course  would  include  the  notes 
that  are  in  the  till  of  the  banking  department. 

2657.  In  case  of  a  separation  of  the  business  of  the 
Bank  of  England  into  two  departments,  one  of  issue  and 
the  other  of  ordinary  banking,  would  not  the  reserve  held 
by  the  banking  department  be  a  reserve  in  notes? — I 
understand  the  word  reserve  to  refer  to  the  notes  which 
the   Bank  of  England,  as  a  bank,  holds  in  its  till,  for  the 
purpose  of  meeting  the  current  demands  of  its  banking 
business. 

2658.  In  the  case  of  private  bankers  what  proportion 
of  the  deposits  do  you  consider  it  prudent  for  them  to 
hold  as  reserve? — It  is  impossible  to  give  any  answer  to 
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that  question;  it  depends  upon  the  particular  circum- 
stances of  each  particular  case,  and  can  only  be  adjusted 
by  individual  experience. 

2659.  Are     you   aware   what    proportion    of    their 
deposits  the  Bank   of  England  hold  as  reserve  against 
those    deposits? — I   apprehend    that    there    is    no   fixed 
proportion  ;    that  it  must  vary  with  varying  times  and 
varying  circumstances. 

2660.  Sir  Robert   Peel.~\  Is  there  no  fixed  proportion, 
do  you  think,  between  the  reserves  and  the  deposits  of 
the  Bank  of  England  ? — I  apprehend  no  fixed  proportion ; 
at  one  time  it  is  larger  than  another,  according  to  varying 
circumstances. 

2661.  Chairman.']    In    your  definition,  then,  of   the 
word   circulation,  you  do  not  include  deposits? — No,  I 
do  not. 

2662.  Do  you  include  bills  of  exchange  ? — No,  I  do 
not. 

2663.  Why   do  you    not   include   deposits   in    your 
definition   of  circulation? — To   answer  that  question,    I 
believe  I  must  be  allowed  to  revert  to  first  principles. 
The   precious   metals    are   distributed   to    the    different 
countries  of  the  world  by  the  operation  of  particular  laws, 
which  have  been  investigated  and  are  now  well  recognized. 
Those   laws   allot  to   each  country  a   certain  portion,  of 
the  precious  metals,   which,  whilst  other  things  remain 
unchanged,   remains   itself    unchanged.       The    precious 
metals,  converted  into  coin,  constitute  the  money  of  each 
country.      That  coin  circulates  sometimes  in  kind;  but 
in  highly  advanced  countries  it  is  represented,  to  a  certain 
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extent,  by  paper  notes,  promising  to  pay  the  coin  to 
bearer  on  demand ;  those  notes  being  of  such  a  nature,  in 
principle,  that  the  increase  of  them  supplants  coin  to  an 
equal  amount.  Where  those  notes  are  in  use,  the 
metallic  com,  together  with  those  notes,  constitutes  the 
money  or  currency  of  that  Country.  Now,  this  money  is 
marked  by  certain  distinguishing  characteristics  ;  first  of 
all,  that  its  amount  is  determined  by  the  laws  which 
apportion  the  precious  metals  to  the  different  countries  of 
the  world;  secondly,  that  it  is  in  every  country  the 
common  measure  of  the  value  of  all  other  commodities, 
the  standard  by  reference  to  which  the  value  of  every 
other  commodity  is  ascertained,  and  every  contract 
fulfilled ;  and  thirdly,  it  becomes  the  common  medium  of 
exchange  for  the  adjustment  of  all  transactions,  equally 
at  all  times,  between  all  persons,  and  in  all  places.  It 
has  further  the  quality  of  discharging  those  functions 
in  endless  succession.  Now,  I  conceive,  that  neither 
deposits  nor  bills  of  exchange  in  any  way  whatever  possess 
those  qualities.  In  the  first  place,  the  amount  of  them 
is  not  determined  by  the  laws  which  determine  the 
amount  of  the  precious  metals  in  each  country;  in  the 
second  place,  they  will  in  no  respect  serve  as  a  common 
measure  of  value,  or  a  standard  by  reference  to  which  we 
can  measure  the  relative  values  of  all  other  things ;  and 
in  the  next  place,  they  do  not  possess  that  power  of 
universal  exchangeability  which  belongs  to  the  money  of 
the  country.  If  the  Committee  will  allow  me  to  refer  to 
it,  there  is  a  passage  in  the  report  of  the  French  Chamber, 
which  has  recently  been  appointed  to  inquire  into  a 
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subject  very  similar  to  that  which  this  Committee  is  now 
investigating,  which  seems  to  me  to  put  the  point  of  the 
universal  exchangeability  of  money  in  a  very  striking 
way. — t(  Si  Ton  reflechit  en  effet  aux  innombrables  trans- 
actions commerciales  qui  s'operent  chaque  jour,  depuis 
celles  qui  doivent  fournir  aux  plus  modestes  consom- 
mations,  jusqu'a  celles  que  multiplient  les  speculations 
les  plus  entreprenantes  du  commerce  international,  on 
s'apercoit  aisement  qu'elles  ne  s'accompliraient  pas  sans 
le  secours  d'une  valeur  intermediare  qui  puisse  etre  mise 
successivement  en  rapport  avec  toutes  les  autres  valeurs, 
et  servir  entre  elles  de  moyen  d'estimation  et  d'echange." 
2664.  Why  do  you  not  include  bills  of  exchange  in 
circulation  ? — I  exclude  bills  of  exchange,  for  precisely 
the  same  reasons  that  I  have  stated  in  my  former  answer 
for  excluding  deposits.  There  is  another  passage  in  the 
same  report,  which  appears  to  me  to  show  very  clearly 
that  the  French  Chamber  have  fully  appreciated  the 
distinction  between  bills  of  exchange  and  money.  "  Tout 
engagement  par  ecrit  de  payer  une  somme  due  a  pu 
devenir  ce  signe  du  numeraire  ;  le  signe  a  acquis  quelques 
uns  des  a  vantages  de  la  monnaie  circulante,  lorsque, 
comme  le  billet  a  ordre  et  la  lettre  de  change,  il  a  pu 
etre  transmis  par  la  voie  facile  et  prompte  de  1'endosse- 
ment.  Mais  que  d'entraves  encore  !  II  ne  represente 
pas  a  tout  moment,  pour  son  detenteur,  la  somme  pour 
laquelle  il  a  ete  souscrit,  elle  peut  n'etre  payable  qu'a  un 
terme  eloigne,  pour  le  realiser  immediatement  il  serait 
necessaire  de  la  ceder.  Trouvera-t-on  quelqu'un  qui  soit 
assez  confiant  pour  ^accepter  ?  On  ne  le  transmettra 
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qu'en  le  garantissant  de  sa  signature ;  c'est  une  obligation 
eventuelle  que  Fon  contracte  soi-meme,  et  sous  le  poids 
de  laquelle  jusqu'au  jour  de  1'echeance,  on  sentira  son 
credit  gene.  On  n'est  pas  toujours  dispose  a  reveler  la 
nature  de  ses  affaires  par  les  signatures  que  Pon  met 
en  circulation.  Ces  mconv*enients  devaient  conduire  a 
trouver  un  signe  de  numeraire  plus  actif  encore  et  plus 
commode,  qui  participat,  comme  la  lettre  de  change  et  le 
billet  a  ordre,  les  qualit^s  du  numeraire  metallique, 
puisqu'il  n'a  d'autre  merite  que  de  le  representer,  mais 
qui  permit  de  s'en  procurer  a  tout  moment ;  qui,  comme 
la  piece  de  monnaie,  se  transmit  de  main  en  main,,  sans 
avoir  besoin  d'etre  garanti,  sans  laisser  de  traces  de  son 
passage.  Le  billet  au  porteur  et  a  vue,  emis  par  des 
associations  puissantes,  formees  sous  1'autorisation  et 
agissant  sous  la  surveillance  continuelle  des  gouverne- 
inents,  a  paru  presenter  ces  avantages.  De  la  les  banques 
de  circulation." 

2665.  Under  similar  circumstances,  will  the  aggregate 
amount  credited  to  depositors  in  bankers'  books  bear  some 
relation  to   the  quantity  of  money   in   the   country  ? — 
During  temporary  fluctuations  in  the  amount  of  circula- 
tion, all  other  things  remaining    unchanged,  I    conceive 
the   amount   of  deposits  will  be  affected    by  such  fluc- 
tuations. 

2666.  Is  the  amount  of  bills  of  exchange  dependent 
in  some  degree  on  the  quantity  of  money  ? — I  apprehend 
that  it  is  dependent  in  a  very  great  degree.     I  consider 
the  money  of  the  country  to  be  the  foundation,  and  the 
bills  of  exchange  to  be  the  superstructure  raised  upon  it ; 
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I  conceive  that  bills  of  exchange  are  an  important  form  of 
banking  operations,  and  the  circulation  of  the  country  is 
the  money  in  which  these  operations  are  to  be  adjusted ; 
any  contraction  of  the  circulation  of  the  country  will  act 
of  course  upon  credit ;  bills  of  exchange  being  an  impor- 
tant form  of  credit  will  feel  the  effect  of  that  contraction 
in  a  very  powerful  degree;  they  will,  in  fact,  be  con- 
tracted in  a  much  greater  degree  than  the  paper  circula- 
tion ;  this  point  was  adverted  to  in  the  inquiries  of  the 
Committee  of  1832,  and  the  question  was  put  in  a  very 
pointed  form  to  Mr.  Burgess,  the  secretary  of  the  Country 
Bankers'  Association,  and  I  have  therefore  extracted  the 
question  put,  and  his  answer  to  it :  "  Is  it  the  result  of 
your  experience  that,  upon  a  contraction  of  the  issues  of 
the  Bank  taking  place,  the  amount  of  bills  of  exchange  is 
also  narrowed,  and  is  it  in  the  exact  ratio,  or  in  a  very 
increased  ratio? — It  is  in  a  very  increased  ratio;""  I 
believe  that  answer  to  be  perfectly  correct. 

2667.  Sir    Robert  Peel~\    What    are    the     elements 
which  constitute  money,  in  the  sense  in  which  you  use 
the  expression,  "  quantity  of  money;"  what  is  the  exact 
meaning  you  attach  to  the  words  "  quantity  of  money — 
quantity  of  metallic  currency  ?" — When  I  use  the  words 
quantity  of  money,  I  mean  the  quantity  of  metallic  coin 
and  of  paper  notes  promising  to  pay  the  coin  on  demand, 
which  are  in  circulation  in  the  country. 

2668.  Paper  notes  payable  by  coin  ? — Yes. 

2669.  By  whomsoever  issued  ? — Yes. 

2670.  By  country  banks   as  well  as  other  banks? — 
Yes. 
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2671.  Chairman.^  Would  this  superstructure,  consist- 
ing of  sums  credited  to  depositors  in  bankers'  books  and 
bills  of  exchange,  equally  exist,  although  no  notes  pay- 
able in  coin  on  demand  existed  in  the  country? — Yes,  I 
apprehend  that  every   question  with  respect  to  deposits, 
and  with  respect  to  bills  of-  exchange,  is  totally  distinct 
from  the  question  which  has  reference  to  the  nature  of 
the  process  of  substituting  promissory  notes  in  lieu   of 
coin,  and  of  the  laws  by  which  that  process  ought  to  be 
governed.     If  the  promissory  notes  be  properly  regulated, 
so  as  to  be  at  all  times  of  the  amount  which  the  coin 
would  have  been,  deposits  and  bills  of  exchange,  whatever 
changes  they  may  undergo,  would   sustain  those  changes 
equally,    either    with   a   metallic    currency,    or  with    a 
paper  currency   properly  regulated ;    consequently,  every 
investigation     respecting     their     character     or     amount 
is     a    distinct     question    from     that     which    has    refer- 
ence  only  to   the   substitution    of  the   paper   notes   for 
the  coin. 

2672.  There  would  be  no  reason  why,  if  there  were 
no  notes  payable  in  coin  on  demand,  the  amount  of  this 
superstructure  should  be  less  than  it  now  is,  with  a  mixed 
circulation  of  specie  and  of  notes  payable  on  demand  ? — 
None  whatever ;   I  apprehend  that  upon  the  supposition 
that  the  paper  notes  are  kept  of  the  same  amount  as  the 
metallic    money,   the   question    of    the     superstructure, 
whether   of    deposits   or   of  bills   of  exchange,    remains 
precisely  the  same. 

2673.  That  answer  takes  for  granted  that,  in  the  first 
case,  the  metallic  currency,  and   in  the  second  case,  the 


ON    BANKS    OF    ISSUE.  349 

metallic  currency  plus  the  notes  payable  on  demand,  are 
the  same  in  quantity? — Yes. 

2674.  Sir  Robert  PeeL~\  You  suppose  the  notes  pay- 
able on  demand  to  displace  an  amount  of  coin  precisely 
equal  to  those  notes? — They   ought    to   do   so,  under  a 
proper  regulation  of  the  paper  money,  otherwise  they  are 
not  kept  at  the  same  value  as  coin. 

2675.  Mr.   Attwood.~\   Would    you    consider   that  the 
superstructure  of  bills  of  exchange,  founded  entirely  upon 
a  metallic   currency,  might  at  particular   times   become 
unduly  expanded  ? — The  answer  to  that  question  depends 
entirely  upon  the  precise  meaning  of  the  word ,  unduly. 
I  apprehend,   undoubtedly,   that  it  is  perfectly  possible 
that  credit,  and  the  consequences  which  sometimes  result 
from  credit,  viz.,  over-banking  in  all  its  forms,  and  the 
over-issue  of  bills  of  exchange,   which  is  one  important 
form  of  over-banking,  may  arise  with  a  purely  metallic 
currency ;     and    it    may    also    arise    with     a    currency 
consisting  jointly  of   metallic    money    and   paper    notes 
promising  to  pay  in  coin ;    and  I  conceive  further,  that, 
if  the  notes  be  properly  regulated,  that  is,  if  they  be  kept 
of  the  amount  which  the  coin  otherwise  would  be,  what- 
ever   over-banking  would    have    arisen    with   a  metallic 
currency,   would  arise,  and  to  the  same  extent,  neither 
more  nor  less,  with  money  consisting  of  metallic  coin  and 
paper  notes  jointly. 

2676.  May  not  over-banking  and  over  issue  of  bills  of 
exchange,   forming  a   superstructure   based  upon  money 
composed  of  metal  and  paper  notes,  derange  the  certainty 
of  the  notes  being  duly  paid  in  gold  ? — I  apprehend  that 
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if  the  paper  notes  be  properly  regulated,  according  to  the 
sense  which  I  have  already  attributed  to  that  expression, 
and  if  a  proper  proportion  of  gold  be  held  in  reserve,  the 
solidity  of  the  basis  cannot  be  disturbed ;  that  is,  that  if 
there  be  a  proper  contraction  of  the  paper  notes  as  gold 
goes  out,  the  convertibility  'of  the  paper  system  will  be 
effectually  preserved  by  the  continually  increasing  value 
of  the  remaining  quantity  of  the  currency,  as  the  con- 
traction proceeds. 

2677.  Chairman.']  Will  you  state  what  deviations 
there  have  been  from  sound  principle  in  the  management 
of  the  circulation  since  the  year  1832?— Whenever  the 
aggregate  paper  circulation  of  the  country  fails  to  conform 
to  the  fluctuations  of  the  bullion,  then  mismanagement  is 
justly  said  to  occur ;  and  I  have,  therefore,  drawn  out  a 
paper  which  contains  a  statement  of  the  variations  in  the 
bullion,  from  the  end  of  the  year  1833  to  the  end  of  the 
year  1839,  which  will  enable  us  to  contrast  the  variations 
in  the  bullion,  first  with  the  variations  in  the  circulation 
of  the  Bank  of  England,  next  with  the  variations  in  the 
circulation  of  the  country  issuers,  and  thirdly,  with  the 
variations  in  the  aggregate  circulation,  formed  by  adding 
the  Bank  and  country  circulations  together. —  [The 
Witness  delivered  in  the  same,  which  was  read  as  follows ;] 
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Bullion. 

Bank 
Circulation. 

Country 
Circulation. 

Aggregate 
Circulation. 

1834  : 
1  January 

£. 
9  943  000 

£. 

18  216  000 

£. 
10  152  000 

£. 
28  368  000 

1  April    

9  431  000 

19  097  000 

10  191  000 

29  288  000 

1  July  

8  695  000 

18  895  000 

10  518  000 

29  413  000 

23  September  
18  December  

1835: 
7  April 

7,695,000 
6,720,000 

6  329  000 

19,126,000 
18,304,000 

18  591  000 

10,154,000 
10,659,000 

10  420  000 

29,280,000 
28,963,000 

oq  f  11  1  ooo 

30  June     . 

6  219  000 

18  315  000 

10  939  000 

29  254  000 

22  September  
16  December  

1836: 
5  April 

6,261,000 
6,626,000 

7  801  000 

18,240,000 
17,321,000 

18  063  000 

10,429,000 
11,134,000 

11  447  000 

28,669,000 
28,455,000 

oq  R]  A  000 

1  July 

7  362  000 

17  899  000 

12  202  000 

Qf)  ini  000 

22  September  
15  December  

1837: 
4  April   

5,719,000 
4,545,000 

4,071  000 

18,147,000 
17,361,000 

18  432  000 

11,733,000 
12,011,000 

11  031  000 

29,880,000 
29,372,000 

29  463  000 

27  June      

4  750  000 

18  202  000 

10  872  000 

09  f)7«2  fiftft 

19  September  
14  December  

1838: 
3  April    . 

6,303,000 
8,172,000 

10  126  000 

18,814,000 
17,998,000 

18  987  000 

10,142,000 
10,870,000 

10  924  000 

28,956,000 
28,868,000 

29  911  000 

26  June  

9  722,000 

19,047  000 

11  745  000 

30  792  000 

18  September  
13  December  

1839: 
2  April    
25  June 

9,615,000 
9,362,000 

7,073,000 
4  344  000 

19,665,000 
18,469,000 

18,371,000 
18  101  000 

11,364,000 
12,225,000 

12,259,000 
12  275  000 

31,029,000 
30,694,000 

30,630,000 
30  376  000 

17  September  
12  December  

2,816,000 
2,887,000 

17,960,000 
16,732,000 

11,084,000 
11,422,000 

29,044,000 
28,154,000 

2680.  Is  this  return  framed  from  the  average  returns  ? 
— It  is. 

2681.  Do  the  average  returns  afford  sufficient  means 
of  judging  of  the  fluctuations   from    time    to   time  ?• — I 
cannot  say  that  the  average  returns  do  convey  the  precise 
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information  that  I  think  ought  to  be  laid  before  the 
public.  It  is  very  clear  that  average  returns  necessarily 
conceal  all  the  salient  points  of  the  ca  e ;  they  do  not  set 
forth  the  maximum  or  the  minimum  amount  of  fluctuation ; 
consequently  they  do  not  enable  you  to  ascertain  what  is 
the  full  extent  of  the  fluctuation.  They  also  conceal  the 
precise  period  of  fluctuation,  and  therefore  they  very 
materially  interfere  with  any  attempt  to  trace  the  con- 
nexion between  the  fluctuations  of  the  Bank  issues  and 
the  country  issues.  Average  accounts  have  a  tendency 
to  reduce  the  figures  to  an  uniform  and  uninstructive 
level :  it  is  very  true  that  on  many  points  your  judgment 
ought  to  be  formed  by  looking  at  the  average  state  of 
things,  but  even  in  those  cases  I  think  it  is  very  material 
that  the  public  should  be  enabled  to  form  their  own 
judgment  of  the  average  from  a  knowledge  of  what  is  the 
actual  state  of  things.  I  conceive  that  it  is  not  by  with- 
holding any  information,  still  less  by  garbling  it,  which 
an  average  account  may  be  said  in  one  sense  to  do — it  is 
not  by  showing  any  doubt  of  the  competence  of  the 
public  to  exercise  a  sound  judgment,  that  you  will 
create  an  intelligent  public  opinion ;  which  is  the  thing 
wanted,  in  order  to  put  the  paper  circulation  upon  a 
safe  footing. 

2682.  If  the  accounts  published  by  the  Bank  are  to 
furnish  a  guide  to  merchants,  manufacturers  and  others, 
as  to  the  conduct  of  their  business  from  time  to  time,  is 
it  not  most  essential  that  you  should  give  them  a  state- 
ment of  the  actual  accounts  of  the  Bank  at  short  inter- 
vals ? — I  think,  on  every  account,  it  is  desirable  that  the 
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monthly  statements  should  be  actual  statements,  and  not 
average  statements. 

2683.  Referring  to  the    paper  which    you  have   de- 
livered   in,  what  was    the    period  of   the    first  drain    of 
gold  ? — The   first   drain    of    gold,   subsequently    to   the 
arrangement     of    1832,    commenced,    I    think,    in    the 
beginning    of    1834,    and   it   proceeded,    with    a    slight 
interruption  for  a  short  period,  down  to    the  early  part 
of  1837,  when  it  terminated  in  what  is  commonly  called 
a  commercial  crisis. 

2684.  When  did  any  interruption  to  the  drain  occur  ? 
— The  interruption    to   the   drain  occurred   from  June, 

1835,  to  April,  1836,  when  the  gold  increased  in  some 
degree. 

2685.  Did  the  Bank  contract  its  circulation    during 
that  interruption  to  the  drain  ? — Yes  ;  the  circulation  of 
the   Bank    underwent   a   slight  contraction   during   that 
return  of  the  bullion. 

2686.  Will  you   state   the   amount?— On   June   the 
30th,   1835,  the   bullion  was   at    6,219,000/.  ;    in   April, 

1836,  it  had  risen  to  7,800,0007. 

2687.  Will  you  state  the  contraction  in  the  Bank  of 
England  circulation  ? — The  Bank  of  England  circulation 
in  June,   1835,  stood  at   18,315,0007.,  and  on  April  the 
5th,  1836,  it  stood  at  18,063,0007. 

2688.  During  the  same  periods  was  there  a  contrac- 
tion or  an  expansion  in  the  country  circulation  ? — There 
was  during  that  period  a  small  increase  in  the  country 
circulation ;  at  the1  same  period,  in  June,  1835,  it  stood  at 
10,939,0007. ;  and  in  April,  1836,  it  stood  at  1 1,447,0007. 
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2689.  What  was  the  effect  upon  the  aggregate  circula- 
tion ? — The   aggregate  circulation    increased   by  a  small 
sum;  it  was  at  29,254,0007.  in  June,  1835,  and  in  April, 
1836,  it  was  29,510,0007. 

2690.  When  and  how  did  this  drain  terminate  ? — The 
drain  terminated  in  the  early  part  of  the  year  1837 ;  it 
terminated    in   a   comparatively   exhausted  state  of  the 
bullion,  and  there  was  a  considerable  degree  of  commer- 
cial pressure,  and  of  public  alarm. 

2691.  Will  you  compare  the  commencement  with  the 
termination  of  that  period,  and  state  the  amount  of  the 
bullion,   the    Bank  of  England  circulation,   the   country 
circulation    and    the    aggregate    circulation    on    the     1st 
January,  1834,  as  compared  with  the  4th  April,  1837  ? — 
On    the    1st    of   January,    1834,    the    bullion    stood    at 
9,948,0007.,   and  in  April,   1837,  it   stood  at  4,071,0007., 
being  a  diminution   of  little  less  than  six  millions;  the 
Bank   circulation   at  the  corresponding  periods   stood  in 
January,   1834,  at  18,216,0007.,  and    in  April,   1837,  at 
18,432,0007.  ;   the  country  circulation  stood  in  January, 
1834,  at  10,152,0007.,  and  in  April,  1837,  at  11,031,0007. 
The  effect  upon  the  aggregate  circulation  was,  that  at  the 
beginning  of  the   drain  it   stood   at  28,368,0007.,  and  in 
April,  1837,  it  stood  at  29,463,0007.,  being  an  increase  of 
about  1,100,0007. 

2692.  During  the  greater  part  of  that  period,  how 
did  the   country  circulation   conform  to  the  reduction  in 
the   bullion  ? — The  country   circulation  did  not  conform 
at  all  to  the  reduction  in  the  bullion ;  in  the  beginning  of 
the  drain  the  country  circulation  stood   at  its  minimum 
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point,  10,152,0007.,  and  in  the  middle  of  1836  it  had 
reached  12,200,0007.,  and  from  the  middle  of  1836  to 
the  beginning  of  1837  it  fluctuated  from  that  down  to 
11,000,0007. 

2693.  On  December  15th,   1836,  the  country  circula- 
tion stood  at  12,011,0007.,  did  it  not?— Yes. 

2694.  So  that  up  to  the  very  verge  of  the  crisis,  the 
country    circulation    remained   at  a  high  point,  as  com- 
pared   with    what    it    stood  at  on  the  1st    of    January, 
1834?— Yes. 

2695.  As  the  statement  of  the  accounts  on  January 
the    1st   in  any   year  may  not  afford  a  fair  standard  of 
comparison,  have  you,  for  the  purpose  of  instituting  a  fair 
comparison,  taken  the  amount  on  the  1st  of  April  in  each 
successive  year  from  1834  to  1837  ? — I  have ;  the  country 
circulation   appears,    on   the    1st   of   April,    1834,  to  be 
10,191,0007.  ;     on     the     7th     of    April,     1835,     it     is 
10,420,0007. ;  on  the  5th  of  April,  1836,  it  is  11,447,000/.  ; 
on  the  4th  of  April,  1837,  it  is  11,031,0007. 

2696.  When    was    the  period   of    a   full   amount    of 
treasure  attained  subsequently  to  that  crisis? — I  see  by 
this  paper  that  on  the  3rd  of  April,    1838,   the  bullion 
stood  at  10,126,0007.,  which  we  may  consider,  I  presume, 
to  be  a  period  of  full  treasure. 

2697.  Is  that   the  period  from   which  you  may  date 
the  commencement  of  another  drain  of  treasure  ? — Yes ; 
according   to   those  accounts,  the  drain  appears  to  have 
commenced  at  that  period,  and  to  have  continued  down  to 
the  autumn  of  1839,  proceeding  very  gently  through  the 
year  1838,  and  with  great  intensity  through  the  year  1839. 
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2698.  Will  you  state  the  amount  of  treasure  of  the 
Bank  of  England  at  the  commencement  and  at  the  close 
of     that    drain? — In     April,     1838,     the    bullion    was 
10,126,0007.,  and    in  September,  1839,  the   bullion  was 
2,816,0007. 

2699.  How  did  the  circulation  of  the  Bank  of  Eng- 
land and   the  country  issuers,  and  the  circulation  in  the 
aggregate,  conform  to  that  drain  upon  the  treasure  of  the 
Bank  of  England  ? — The  Bank  of  England  circulation  on 
the  3rd  of  April,  1838,stood  at  18,987,0007.,  and  in  Septem- 
ber, 1839,  it  stood  at  17,960,0007.;  the  country  circulation 
stood  on  the  3rd  of  April  1838,  at  10,924,0007.,  and  in 
September,    1839,  it  stood  at  11,084,0007.;  the  aggregate 
circulation,  therefore,   was  in  April,   1838,  29,911,0007., 
and  in  September,  1839,  it  was  at  29,044,0007.     But  I 
would  submit  to  the  Committee,  that  for  the  purpose  of 
instruction  with  regard  to  the  fluctuations  in  the  different 
circulations,  we  ought  to  have  taken  the  June  quarter 
instead  of  the  September  quarter ;  we  took  the  Septem- 
ber quarter  because  that  was  the  time  at  which  the  bullion 
was   reduced  to   its   minimum,  but  the   real   action,   by 
which  the  drain  of  bullion  was  checked,  occurred  about 
the  month  of  June.     At  that  time  there  arose  a  state  of 
great  public  alarm,  which  acted  in  a  manner  tantamount 
to  a  contraction  of  the  circulation;   the  result  of  this  state 
of  alarm,  was  a  diminution  in  the  extent  of  transactions, 
to  which  succeeded,  as  an  effect,  not  as  a  cause,  a  con- 
traction of  the  circulation  of  the  different  issuing  parties. 
To  ascertain  the  effect  which  the  condition  of  the  circula- 
tion really  produced  upon  the  drain  of  bullion,  we  ought 
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to  look  at  the  state  of  that  circulation  in  the  month  of 
June,  before  that  public  alarm  had  begun  to  produce  the 
effects  to  which  I  have  alluded. 

2700.  Which  of  the  two  circulations,  that  of  the  Bank 
of  England,  or  that  of  the  country  issuers  in  the  aggre- 
gate, began  to  contract  soonest,  in  conformity  with  the 
reduction  of  the  treasure  of  the  Bank  ? — According  to 
my  judgment  I  should  say,  that  neither  circulation  was 
contracted   for   the   purpose   of  rectifying   the   drain   of 
bullion;  the  Bank  of  England  circulation  does  not  ap- 
pear to  me,  from  the  beginning  of  1838  to  June,  1839, 
to  have  undergone  any  contraction  at  all,  and  the  country 
circulation    appears   to   have   undergone   a   considerable 
increase.      The  return  of  the  bullion  did  not  arise  from  a 
contraction  of  the  circulation  by  either  party ;  it  arose 
from  the  state  of  alarm  on  the  part  of  the  public;  the 
only  voluntary  act  on  the  part  of  the  Directors  of  the 
Bank  of  England  was  raising  the  rate  of  interest. 

2701.  Take   the   two   periods   of  June   the  26th   in 
1838,    and    June    the    25th   in    1839,    which   you    say 
is   the   proper   date   to   refer   to;   state   the   amount   of 
bullion   at   the   two   periods,   the   amount   of  the  Bank 
of   England    circulation,    the     country    circulation,    and 
the    circulation    in     the    aggregate? — On    June    26th, 
1838,  the  bullion  was  9,722,000/. ;  on  June  25th,  1839, 
it   was  4,344,0007.  ;  the  Bank  circulation  at  those    two 
periods  was,  at  the   first,    19,047,000/. ;  at   the   second, 
18,1 01,000/.     The  country   circulation  was,  in   the  first 
period,  11,745,0007.,  and  in  the  second  period,  12,275,0007. ; 
the    aggregate    circulation    at    the     first     period     was 
30,792,0007.,  and  at  the  second  period,  30,376,0007. 
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2702.  Have  you  looked  into  the  management  of  the 
circulation  during  any  drains  prior  to  1832? — Yes; 
subsequently  to  the  resumption  of  cash  payments,  there 
were  two  drains  upon  the  bullion,  previously  to  those  we 
have  alluded  to ;  one  was  the  drain  that  terminated  in 
the  crisis  of  1825,  and  the  other  was  the  drain  from  1830 
to  1832.  On  the  other  side  of  the  paper  which  I  have 
put  in,  I  have  drawn  up  a  statement  of  the  two  periods, 
prepared,  so  far  as  relates  to  the  Bank  of  England,  from 
Accounts  No.  83  and  No.  88  of  the  Appendix  to  the 
Report  of  the  Bank  Charter  Committee  of  1832. 




Bullion. 

Circulation. 

Lord 
Liverpool's 
Estimate  ; 
Country 
Issues. 

Aggregate 
Circulation. 

1823: 

4. 

£. 

& 

£. 

26  November  

13,761,000 

19,400,000 

4,000,000 

23,400,000 

1824: 

20  February   

13,782,000 

19,736,000 

6,000,000 

25,736,000 

May  

13,007,000 

19,149,000 

6,000,000 

25,149,000 

August  

11,990,000 

20,293,000 

6,000,000 

26,293,000 

November  

11,448,000 

20,850,000 

6,000,000 

26,850,000 

1825: 

February   

8,857,000 

21,060,000 

8,000,000 

29,060,000 

May    

6,456,000 

19,653,000 

8,000,000 

27,653,000 

August  

3,683,000 

19,290,000 

8,000,000 

27,290,000 

November  

3,012,000 

17,464,000 

1826: 

February   

2,309,000 

24,955,000 

There  are  no  authentic 

1830: 

returns  of  the  country  cir- 

26 May  

11,418,000 

21,078,000 

culation  for  this    period  ; 

August  

11,109,000 

21,082,000 

but  the  issue  of   11.   and 

November  

9,329,000 

19,300,000 

21.  notes  was  to  cease  by 

Act     of     Parliament     in 

1831  : 
February   

May     
August  
November    ..  .. 

8,190,000 
7,635,000 
6,396,000 
5,155,000 

19,650,000 
18,224,000 
18,465,000 
17,396,000 

1833,   and  there  is   every 
reason    to    believe    that   a 
contraction  of  the  country 
issues,  in  preparation  for 
this   event,    was   in    pro- 

1832 : 

gress. 

February   

5,287,000 

18,143,000 

May  

4,919,000 

17,777,000 
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With  regard  to  the  country  circulation,  we  have  not 
for  those  periods  such  returns  as  we  have  for  the  period 
from  1833  downwards.  I  have  therefore  taken,  for  the 
period  from  1823  to  the  end  of  1825,  the  estimate  which 
Lord  Liverpool  made  of  the  country  issues.  There  have 
been  various  estimates  made  of  the  increase  of  the 
country  issues  at  that  time ;  Mr.  Tooke,  in  his  work, 
estimates  it  at  seven  millions  ;  Lord  Liverpool  estimates 
it  at  four  millions  :  he  estimates  the  country  issues  to 
have  been  four  millions  in  the  year  1823,  six  millions  in 
the  year  1824,  and  eight  millions  in  the  year  1825.  A 
further  estimate  was  laid  before  the  Committee  of  1832, 
by  Mr.  Burgess,  the  Secretary  to  the  Country  Bankers1 
Association,  which  makes  the  increase  very  much  less, 
about  17  per  cent,  only,  but  he  admits  that  during  that 
period  the  country  issues  increased  from  their  lowest 
point  to  their  highest  point.  I  apprehend  the  fact  to  be, 
that  it  is  quite  notorious  that  there  was,  at  that  period,  a 
large  expansion  of  the  country  issues. 

2703.  You  trace  the  aggregate  circulation  from  No- 
vember the   26th,   1823,   to  August,    1825  ? — Yes  ;    the 
crisis  took  place  between  August  and  November,  1825. 

2704.  Will  you   state  the  bullion  at  the  commence- 
ment and  at   the  termination  of  that  drain? — The  bul- 
lion    stood     on     the     26th     of     November,    1823,     at 
13,761,0007.;   in  August,   1825,  it  stood  at  3,683,0007. ; 
and  in  November  at  3,012,0007. 

2705.  Will    you    state   the   circulation   at   the   same 
periods? — The   Bank   of  England   circulation    stood   in 
December,  1823,  at   19,400,0007.;  in  August,   1825,   at 
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19,290,0007.  ;     and     in     November    it     fell     down     to 
17,464,0007. 

2706.  State   the   amount   of   country   circulation    at 
those  periods,  as  estimated  by  Lord  Liverpool? — I  have 
put  the  country  circulation,  according  to  Lord  Liverpool's 
estimate,,  at  4,000,0007.  in  the  year  1823 ;  at  6,000,0007. 
in  the  year  1824,  and  at  8,000,0007.  in  the  year  1825. 

2707.  What  is  the  amount  of  the  aggregate  circula- 
tion at  the  commencement  and  the  end  of  that  period  ?— 
Calculating  the  country  circulation  in   the  way   I  have 
stated,  it  gives  this  result  as  the  aggregate ;   in  the  year 
1823,  it  would  stand  at  23,400,0007. ;  in  August,  1825,  it 
would  stand  at  27,290,0007. 

2708.  During  this  period  does  the  Bank  of  England 
circulation  appear  to  have  conformed  to  the  drain  ? — No, 
it  appears  that  during  this  period  a  very  severe  drain  of 
bullion  was  allowed  to  continue  for  "two  years,  without 
any  contraction  on  the  part  of  the  Bank  of  England,  and 
with    a   very   considerable   increase  on    the  part  of  the 
country  issuers,  and  therefore,   of  course,   with   a   con- 
siderable increase  of  the  aggregate  paper  circulation  of 
the  country. 

***** 

2711.  Chairman."]  The  termination  of  the  drain   was 
a  state  of  extreme  panic  ? — Yes,  what  is   well   known  as 
the  panic. 

2712.  Is  there  any  subsequent  drain,  from   1830  to 
1832,  to  which  your  attention  has  been  called,  and  in 
which  the  circulation  of  the  Bank  did  at  an  early  period 
conform    to  the    drain    of  bullion  ? — The   circumstances 
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attending  the  drain,  from  the  year  1830  to  1832,  seem  to 
me  to  be  important  and  full  of  instruction.  On  the 
26th  of  May,  1830,  the  bullion  appears  to  have  stood  at 
1 1,418,0007.  In  May,  1832,  it  was  reduced  to  4,919,0007. 
During  that  period  the  circulation  of  the  Bank  of 
England  was  contracted  from  21,078,0007.  in  May,  1830, 
to  17,770,0007.  in  May,  1832.  With  respect  to  the 
country  circulation  during  those  years,  there  are  no 
returns,  but  it  is  a  circumstance  perfectly  well  known, 
that  during  that  period,  the  suppression  of  the  small 
note  country  circulation,  consisting  of  one  and  two  pound 
notes,  was  in  the  course  of  operation ;  and  I  believe  that 
no  person  who  has  given  his  attention  to  the  subject, 
entertains  the  least  doubt  that  the  country  circulation 
was  at  that  time  undergoing  a  diminution  in  amount. 
This  drain  was  certainly  a  drain  of  no  small  importance. 
Mr.  Norman,  in  his  evidence  of  1832,  stated,  "hardly 
ever  more  causes  united  to  produce  an  extensive  drain, 
than  upon  the  last  occasion,"  referring  to  the  period 
from  1830  to  1832.  Mr.  Horsley  Palmer,  in  his  pamphlet 
published  three  years  ago,  alludes  to  this  period,  during 
which  he  was  Governor  of  the  Bank ;  the  account  he 
gives  of  the  progress  of  this  drain,  of  the  mode  in  which 
it  terminated,  and  of  the  effect  produced  by  the  coun- 
teracting measures  which  were  resorted  to,  is  in  these 
words :  "  Although  during  this  period  the  bullion  in  the 
Bank  was  diminished  from  twelve  millions  to  five  mil- 
lions, yet,  in  the  progress  of  this  reduction,  as  there 
was  no  excitement,  and  no  undue  credit  given  by  the 
banks  in  the  interior  of  the  country,  the  interest  of 
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money  gradually  rose  from  2|  to  4  per  cent.;  and  then, 
without  discredit  or  distrust  of  any  kind,  the  bullion 
returned  into  the  coffers  of  the  Bank,  and  money  nearly 
resumed  its  former  value." 

2713.  From  contrasting,  then,  the  conduct  of  the 
Bank  at  this  period,  from  1630  to  1832,  with  its  conduct 
at  the  period  of  the  three  other  drains,  and  considering 
that  it  was  not  attended  with  such  violent  results  as  those 
other  drains  were,  are  you  led  to  infer  that  the  wisest 
course  for  the  Bank  to  pursue,  as  being  that  which  is 
ultimately  attended  with  the  least  amount  of  evil  con- 
sequences to  the  mercantile  interests  of  the  country,  is, 
that  so  soon  as  a  drain  commences,  the  Bank  should 
operate  on  the  exchanges  by  diminishing  its  issues  ? — 
Undoubtedly,  that  is  the  conclusion  to  which  I  come ; 
my  object  in  alluding  to  the  drains  of  the  four  periods  in 
question,  namely,  the  drain  terminating  in  the  crisis  of 
1825,  the  drain  which  continued  from  the  year  1830  to 
the  year  1832,  the  third  drain,  which  began  in  the  end  of 
the  year  1833  and  terminated  in  the  year  1836,  and  the 
last  drain,  which  began  in  1838  and  ended  in  the  autumn 
of  1839,  has  been  for  this  purpose:  to  show  that  of  those 
four  drains,  three  of  them  were  not  met  by  any  contraction 
of  the  paper  circulation  of  the  country  ;  and  those  three 
drains  all  terminated  in  a  severe  crisis,  in  a  very  exhausted 
state  of  bullion,  in  great  commercial  difficulties,  and  in 
a  state  of  general  alarm  respecting  the  safety  of  our 
monetary  system  ;  but  that  the  fourth  drain,  namely,  that 
from  1830  to  1832,  was  met  by  a  contraction  on  the  part 
of  the  Bank  of  England,  bearing  about  the  same  pro- 
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portion  to  the  amount  of  bullion  lost  which  the  issues  of 
the  Bank  of  England  bear  to  the  aggregate  paper  issues 
of  the  country ;  the  country  issues  at  that  particular 
period  being  under  a  legislative  action  which,  no  doubt, 
necessitated  a  reduction  on  their  part ;  the  result  was, 
that  the  drain  passed  off,  in  the  words  of  Mr.  Horsley 
Palmer,  "  without  discredit  or  distrust  of  any  kind.1'  It 
is  also  remarkable,  with  respect  to  those  drains,  that  the 
three  which  terminated  in  a  crisis,  whilst  they  were  not 
met  by  any  contraction  on  the  part  of  the  Bank  of 
England,  were  preceded  in  each  case  by  an  expansion  of 
country  issues  from  their  lowest  point  to  nearly  their 
highest  point ;  and  it  is  also  further  remarkable  that  the 
drain  of  1825,  which  terminated  in  the  severest  crisis  of 
the  four,  and  in  which  the  bullion  was  reduced  to  much 
the  lowest  point,  began  upon  a  reserve  of  bullion  con- 
siderably higher  than  that  which  any  of  the  other  crises 
began  upon.  The  inferences  from  these  facts  seem  to 

me  to  be  so  clear,  that  they  do  not  require  stating. 

*  #  *  #  # 

2717.  Mr.  AttwoodJ]  Assuming  that  the  Bank,  in 
June,  1838,  when  her  bullion  stood  at  9,700,0007.,  had 
possessed  a  reserve  of  bullion  to  double  that  amount,  and 
had  pursued,  when  her  bullion  eommenced  to  be  reduced, 
the  same  measures  of  contraction  which  she  actually  did 
pursue,  would  there  have  existed  in  September,  1839,  any 
danger,  in  your  opinion,  of  the  Bank  not  being  able  to 
convert  its  notes  into  bullion? — I  apprehend  that  the 
stoppage  of  the  drain  of  the  years  1838  and  1839  was  not 
effected  by  the  contraction  of  the  paper  circulation ;  and 
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it  appears  to  me  that  that  is  pretty  obvious  from  the 
returns  before  us.  The  stoppage  of  the  drain,  I  believe, 
arose  from  a  great  state  of  public  alarm,  which  tended  to 
render  a  certain  quantity  of  circulating  medium  less 
effective  for  its  purposes.  That  alarm  arose  principally 
from  the  knowledge  on  the  part  of  the  public  of  the  very 
exhausted  state  of  the  bullion,  in  some  degree  aided  by 
the  action  of  the  Bank  of  England  in  raising  its  rate  of 
interest.  I  attribute  the  stoppage  of  the  drain  of  1839  to 
those  two  circumstances.  Now,  if  the  bank  had  held  a 
larger  amount  of  bullion,  commencing,  for  instance,  in  the 
year  1838  with  20  millions  of  bullion  instead  of  10,  my 
first  apprehension  is,  that  she  would  not  in  that  case  have 
raised  the  rate  of  interest  even  at  the  late  period  at  which 
she  did  resort  to  that  measure.  My  second  apprehension 
is,  that  that  state  of  public  feeling  which  was  really  the 
protecting  cause,  would  not  have  come  into  play  so  soon 
as  it  did ;  that  consequently  the  undue  state  of  our 
circulation  would  have  been  prolonged  for  a  greater  period 
of  time,  and  that,  during  that  prolongation,  speculation 
and  an  undue  range  of  prices  would  have  had  a  longer 
existence,  and  consequently  that  the  catastrophe  at  the 
end  would  have  been  much  more  severe.  And  I  must 
also  add  this  remark,  that  if  it  is  assumed  that  we  start 
with  a  certain,  say  a  very  large,  amount  of  bullion,  and 
that  a  large  proportion  of  that  bullion  is  drained  out, 
then,  of  course,  for  the  purpose  of  restoring  us  to  our 
proper  state,  a  very  large  amount  of  bullion  must  be 
recovered.  To  effect  this,  I  conceive  that  contraction 
will  be  necessary,  and  the  extent  of  that  contraction 
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will  be  proportionate   to   the   amount  of  bullion   to  be 
recovered. 

2718.  Will  you  be  so  good  as  to  direct  your  attention 
to  the  gist  of  the  question,  which  was,  whether  the  Bank, 
if  it  had  that  large  amount  of  bullion,  would  have  been 
in  a  secure  state  if  it  had  taken  all  the  measures  which  it 
did  take,  with  a  view  to  contract   the  circulation  or  to 
operate  upon  prices  ? — The  only  measure  which  the  Bank 
took,  was  that  of  raising  the  rate  of  interest ;  and  whether 
that  measure  of  itself  alone,  acting  in  concurrence  with  a 
very  large  stock  of  bullion,  would  have  been  sufficient  to 
stop   the   drain,  I   confess  I  am  unable  to  say ;   but   I 
should  entertain  great  doubt  ;  and  it  may  also  be  doubted 
whether,  with  a  large  stock  of  bullion,  the  recourse   to 
that  measure  would  not  have  been  still  further  delayed. 

2719.  Will  you  take  into  consideration  all  the  other 
circumstances,  independent  of  the  action  of  the  Bank,  by 
which    the    drain  was    finally    stopped,    as   well   as   the 
measures  adopted  by  the  Bank  ;   and  then  say  whether 
the   Bank   would    have    been   in   a   secure    state     with 
12,700,0007.  in  its  coffers,  in  September,  1839?—!  have 
already  stated  that  the  main  circumstance    which  I  am 
now  called  upon  to  take  into  consideration  was  the  alarm 
prevalent  upon  the  public  mind.     Now,  that  circumstance 
could  not  co-exist  with  a  very  large  store  of  bullion  in 
the  hands  of  the  Bank.     It  was  an  apprehension  in  the 
mind  of  the  public,  that  the  treasure  of  the  Bank  was  in 
an  exhausted  state,  and  that  the  Bank  would  probably  be 
compelled  for  self- protection  to  resort  to  sudden  and  very 
stringent  measures  of  contraction,  which  produced  alarm 
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in  the  public  mind,  and  that  alarm  was  the  great  cause  of 
the  check  put  upon  the  further  drain  of  bullion. 

2720.  Chairman."]  Is  there  any  reason  to  suppose  that 
what  is  now  deemed  a  proper  amount  of  bullion  at  a 
period  of  full  currency,  would  be  insufficient,  if  the  prin- 
ciple of  management  which  you  have  recommended  were 
applied  ? — Looking  back  to  all  the  periods  which  we  have 
had  under  discussion,  I  see  no  reason  whatever  to  infer 
from  the  events  of  those  periods  that  the  amount  of 
bullion,  upon  which  the  Bank  has  been  in  the  habit  of 
acting,  would  be  insufficient  to  afford  security,  if  it  was 
properly  protected  by  a  contraction  of  the  circulation, 
commencing  with  the  drain  ;  and  I  do  not  see  any  reason 
to  suppose  that  a  larger  amount  of  bullion  not  so  pro- 
tected, would  be  sufficient  for  that  purpose. 

***** 

2722.  You  have  shown  that  the  issues  of  the  country 
banks  do  not  conform  to  those  of  the  Bank  of  England  ; 
do  you   consider   that   the    Bank   of  England   has   any 
efficient  control  over  the  issues  of  the  country  banks  ? — 
The  Bank  of  England  has  no  direct  and  immediate  control 
over  the  issues  of  the  country  banks ;  it  has  an  ultimate 
control,  acting  through  its  effect  upon  credit  and   upon 
prices;  but  it  appears  to  me  that  all  the  issuers  of  paper 
money  ought  to  act  concurrently   with   each  other,  not 
one  in  obedience  to  another.     It  appears  to  me  that  they 
ought  all  to  be  joint  controllers  of  the  money  operations 
in  the  country  ;  not  one  party  controlled  by  the  other. 

2723.  Does   a   considerable    time    elapse,    before    the 
country  banks    conform    to    the    direction   in   which   the 
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Bank  of  England  is  acting? — Perhaps  I  can  best  give  an 
answer  to  that  question  by  reading  a  question  and  the 
answer  which  was  given  by  Mr.  Hudson  Gurney  before 
a  Committee  of  the  House  of  Lords  in  1819.  No  person 
could  have  had  more  experience  practically  in  the 
management  of  a  large  paper  circulation  than  Mr. 
Hudson  Gurney.  The  question  he  was  asked  was,  "  Is 
the  amount  of  your  issues  limited  by  the  greater  or  less 
plentiful  issues  of  the  Bank  of  England?"  The  answer 
was,  u  Certainly  not,  immediately ;  mediately  they  may, 
as  affecting  prices."  Of  course,  if  the  control  is  to  come 
through  the  action  upon  prices,  there  must  be  considerable 
intervening  delay. 

2724.  The  same  is  manifest,  is  it  not,  from  the  tables 
you  have  given  in? — Yes;  I  think  the  examination  of  the 
statements  in  those  papers  would  show  the  same  result. 

2725.  Do  you  consider  it  expedient  that  some  control 
should  be  exercised  by  the  Government  over  the  issues 
of  all  the  issuers  of  notes  payable  on  demand  ? — It  seems 
to  me   unavoidable  that  control,  either  direct  or  indirect, 
must  be  exercised  over  all  the  paper  issues  of  the  country. 
If  the  control  is  indirect,  of  course  it  is  slow,  it  is  also 
uncertain   in  its   extent,  and,  in  effecting  it,  there  must 
be    an    additional   and    unnecessary    pressure    upon    the 
community;    that  would    not  arise   if    the    control    was 
immediately    upon    the   issues    themselves ;    therefore,  it 
appears  to  me,  that  a  direct  control  is  more  advantageous 
to  the  public  interests  and  more  safe  for  the  object  in 
view  than  an  indirect  control. 

*  *  *  *  * 
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2726.  How  would  your  rule  for  the  management  of 
the  currency,  making  it  expand  and  contract  with  the 
increase  and  diminution  of  the  bullion,  have  operated 
during  the  period  of  the  drain  from  1833  to  1837,  and 
during  the  drain  from  1838  to  1839  ?— It  appears  to 
me  that  it  would  have  operated  in  the  most  eminently 
beneficial  manner.  In  the  first  place,  it  would  have 
substituted  a  contraction  in  the  early  stage  of  the  drain, 
in  the  place  of  a  contraction  in  a  late  stage  of  the 
drain ;  it  would  have  produced  a  regulation  that  depended 
upon  principle,  instead  of  a  regulation  that  depended 
upon  panic,  and  therefore  was  incapable  of  being  measured 
or  regulated  by  any  fixed  rule.  The  contraction,  upon 
that  supposition,  would  have  commenced  in  the  early 
stage  of  the  drain,  before  speculation  and  the  rise  of 
prices  had  reached  its  full  height ;  and  it  would  also  have 
commenced  before  the  internal  drain  had  sprung  up. 
Now,  it  is  a  very  remarkable  and  very  important  pheno- 
menon attending  these  drains,  that  the  drain  always  goes 
on  for  some  length  of  time,  before  prices,  and  speculation, 
and  over- trad  ing,  and  over-banking  have  reached  their 
maximum  point ;  and  that  the  last  stage  of  the  drain  is 
always  characterized  by  the  springing  up  of  internal 
alarm,  which  gives  rise  to  an  internal  drain.  Now,  an 
internal  drain  is  clearly  one  that  can  be  met  by  no 
principle ;  there  is  no  method  of  meeting  it  but  by  paying 
out  gold,  till  the  drain  ceases.  It  appears  to  me  that 
contraction  applied  in  the  early  stages  would  be  applied 
when  it  could  be  borne  without  inconvenience  to  the 
community,  and  that  it  would  necessarily  tend  to  counter- 
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act  and  check  in  their  early  growth  those  tendencies, 
viz.  to  speculation,  over-trading,  excessive  rise  of  prices, 
which  by  their  undue  expansion  under  our  present  system, 
and  the  consequent  violence  of  the  subsequent  collapse, 
produce  the  extreme  intensity  which  characterizes  the 
commercial  crisis  of  this  country.  I  think  that  this  view 
might  be  confirmed  very  completely,  by  following  the 
supposed  application  of  it  through  the  period  from  1 834 
downwards.  For  instance,  take  even  the  very  first  year 
— we  know  that  the  mischief  that  subsequently  arose  in 
the  year  1837  was  principally  produced  by  three  circum- 
stances, namely,  by  excessive  credits  given  by  this  country 
to  the  United  States,  by  excessive  investments  made  in 
foreign  securities,  and  by  the  very  rapid  and  excessive 
expansion  of  the  joint  stock  bank  system.  Those  were  the 
three  circumstances  that  preceded  the  crisis  of  1837,  and 
tended  to  produce  its  mischief.  Now,  those  three  things 
were  growing  up  during  the  preceding  years,  and  the 
question  is,  if,  at  the  commencement  of  the  drain  of 
bullion  in  the  beginning  of  the  year  1834,  we  had  then 
applied  contraction  of  the  circulation,  to  what  extent  the 
growth  of  those  three  circumstances  would  have  been 
arrested  in  their  early  stage,  and  the  evils  which  after- 
wards ensued  would  have  been  prevented  or  mitigated. 
Now,  during  the  year  1834,  the  bullion  underwent  a 
diminution  of  3,200,000/.,  during  the  same  time  the 
aggregate  paper  circulation  underwent  an  increase  of 
600,0007. ;  if,  during  that  year,  the  paper  circulation  had 
been  contracted  in  correspondence  with  the  bullion,  it 
would  have  stood  at  about  three  millions  and  half  lower 

2  B 
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than  it  did  stand  at  the  end  of  the  year  1834.  That,  of 
course,  is  upon  the  supposition  that  the  drain  during 
1834  would  have  gone,  in  the  face  of  a  contracted  circu- 
lation, to  the  extent  to  which  it  did  go,  which  probably 
would  not  have  been  the  case ;  but  I  apprehend  that  no 
person  can  doubt  that  if  tliat  contraction,  or  any  thing  at 
all  approaching  to  that  contraction,  had  been  resorted  to 
in  1834,  the  great  mischief  that  burst  out  in  the  year 
1837  would  have  been  obviated.  The  drain  would  not 
have  gone  to  the  same  extent ;  undue  credits  to  America, 
undue  investments  in  foreign  securities,  and  the  undue 
expansion  of  the  joint  stock  bank  system  would  all  have 
been  limited  in  so  great  a  degree  as  to  have  reduced  the 
events  of  1837  to  that  which  characterized  the  events  of 
1832  :  that,  in  fact,  the  thing  would  have  passed  off  in 
1837,  as  it  did  in  1832,  without  "  discredit  or  distrust  of 
any  kind." 

2727.  Mr.  Attwood.~\    Would  that  have  been  done  if 
in  1834  the  Bank  had  decreased  its  circulation  in  a  degree 
correspondent  with  the  reduction  of  their  bullion  ? — I  am 
speaking  of  the  reduction  of  the  aggregate  paper  in  cir- 
culation, not  the  Bank  of  England   paper  alone.     I  con- 
ceive, that  if,  during  the  year  1834,  the  aggregate  paper 
circulation  had  been  contracted   in  correspondence  with 
the  bullion,  the  Bank  of  England  and  the  country  issuers, 
each  contracting  their  relative  proportions,  a  stop  would 
thereby  have  been  put  to  those  circumstances  which,  by 
their  prolonged  continuance,  gave  rise  to  the  crisis  of  1837. 

2728.  Since    the    country    circulation    is    mediately, 
though  not  immediately,  controlled  by  the  circulation  of 


ON    BANKS    OF    ISSUfi^Y^       <^T)   371 

the  Bank  of  England,  would  you  not  have"ftnlicipated 
some  additional  security  to  have  been  attained,  if  the 
Bank  of  England  in  the  year  1834  had  reduced  its  circu- 
lation in  proportion  to  its  loss  of  bullion  ? — It  is  very 
difficult  to  say  what,  upon  any  supposition,  the  details 
of  which  are  not  before  us,  would  have  been  the  effect 
of  leaving  the  contraction  of  the  country  circulation  to  be 
effected  by  the  controlling  power  of  the  Bank  of  England. 
We  generally  find  that  the  first  effect  of  a  contraction  of 
the  Bank  circulation  is  an  increase  of  the  country  circu- 
lation ;  after  that  comes  a  pressure  upon  credit  and  upon 
prices,  arising  from  the  contraction  of  the  Bank  circu- 
lation ;  that  leads,  at  a  later  period,  to  the  contraction  of 
the  country  circulation,  and  every  contraction  of  the 
country  circulation,  effected  by  this  means,  comes  late  in 
point  of  time.  It  comes  in  an  irregular  manner,  because 
the  precise  extent  of  it  cannot  be  measured,  and  the 
intermediate  action  of  the  Bank  of  England  necessarily 
produces  a  pressure  and  inconvenience  to  the  community, 
which  I  think  would  be  obviated,  if  the  country  circu- 
lation acted  concurrently  with  the  Bank  circulation,  and 
not  by  coercion  of  the  Bank. 

2729.  You  have  stated  that  the  error  was  committed 
by  the  issuers  of  paper-money  in  the  year  1834,  in  not 
making  a  reduction  of  their  issues  in  correspondence  with 
the  loss  of  bullion ;  could  the  country  bankers  be  expected 
to  make  such  a  reduction  in  their  circulation,  if  none  was 
effected  previously  in  the  circulation  of  the  Bank  of 
England  ? — I  hope  that  the  Committee  will  clearly  under- 
stand, that,  in  any  remarks  that  I  make,  nothing  can  be 

2  B  2 
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farther  from  my  intention  than  to  attribute  any  impro- 
priety of  conduct  to  country  bankers,  as  individuals  or 
as  bankers.  They  are  administering  a  system,  and,  I 
believe,  administering  it  in  the  manner  that  most  men 
would  administer  it ;  I  have  not  the  smallest  doubt  that 
I  should  act  in  the  same'  way  under  the  same  circum- 
stances. But  the  whole  question  at  issue  is  this :  I 
believe  that  a  great  deal  of  the  severity  of  the  commercial 
crises  in  this  country,  and  of  the  evils  that  attend  them, 
are  attributable  to  the  want  of  contraction  of  the  paper 
circulation  of  the  country  in  correspondence  with  the 
bullion ;  and  I  believe,  firmly,  that  no  parties  would  be 
more  benefited  by  a  contraction  of  the  circulation  in 
correspondence  with  the  bullion  than  the  bankers  them- 
selves. I  believe  that  it  would  be  eminently  calculated 
to  give  steadiness,  regularity,  security,  and  a  satisfactory 
character  to  their  business ;  I  say  so  from  some  con- 
siderable experience.  It  has  been  my  fate  to  be  con- 
nected with  very  extensive  banking  establishments,  both 
in  town  and  country,  during  the  four  crises  which  have 
taken  place ;  I  have  been  forced  to  watch  the  storm, 
whilst  it  has  been  raging  around  me,  and  afterwards  to 
endeavour  to  understand  the  causes  which  have  led  to  it, 
and  the  consequences  which  have  ensued  from  them ;  and 
I  am  thoroughly  convinced  that  my  own  interest,  and,  I 
believe,  the  interest  of  every  brother  banker  in  the 
country,  would  be  promoted  in  an  eminent  degree  by  the 
regulation  of  the  paper  circulation  for  which  I  contend. 
The  absence  of  it  seems  to  me  to  be  the  great  fomenter 
of  our  internal  panics,  and  I  am  quite  sure  that  country 
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bankers  who  can  remember  what  they  went  through  in 
1825,  will  readily  admit,  that  any  plan  by  which  the 
recurrence  of  any  thing  like  those  events  could  be  pre- 
vented, would  be  the  greatest  advantage  that  could  be 
conferred  upon  them  in  their  business.  I  do  not,  in  the 
slightest  degree,  mean  to  say  that  country  bankers,  indi- 
vidually or  collectively,  are  blameable  for  not  contracting 
their  circulation  in  1834,  whether  the  Bank  of  England 
contracted  or  did  not ;  all  I  say  is,  that  I  believe  the 
community  at  large,  and  the  country  bankers  themselves 
most  essentially,  suffer  great  evils  in  consequence  of  the 
laws  of  the  country  not  being  of  such  a  nature  as  to 
secure  to  the  community  the  benefits  to  be  derived  from 
a  paper  circulation,  corresponding  strictly  with  the  varia- 
tions of  bullion. 

*  #  *  *  # 

2732.  Chairman."]    Is   there   any   common   cause   to 
which  you  attribute  the  mismanagement  of  the  circula- 
tion by   the    different   classes  of  issuers  ? — I  apprehend, 
that  the  mismanagement  of  the  circulation  generally  is 
very    closely    connected   with   the    union   which    exists 
between    the    functions    of   banking    and  the   functions 
of  issue. 

2733.  Can  you  show  that,  from  any   examination  of 
the  returns  furnished  by  the  Bank  of  England? — It  seems 
to  me  that  that  is  evidenced  in  a  great  variety  of  ways. 
In  the  first  place,  the  very  rule  of  the  Bank  of  England, 
which  it  laid  down  in  1832  for  the  guidance  of  its  affairs, 
is  an  indication  of  it;  it  is  a  rule  which  blends  the  deposit 
business  with  the  business  of  issue.     In  the  second  place, 
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it  seems  to  me  that  the  whole  doctrine  of  the  duty  of  the 
Bank  of  England  to  support  public  credit  (a  doctrine 
strongly  enforced  by  public  opinion,  and,  as  I  think,  too 
readily  acquiesced  in  by  the  Bank  itself)  emanates  from 
the  same  source.  In  the  third  place,  there  is  the  noto- 
rious fact,  that  whenever  the  Bank  attempts  to  contract 
its  circulation  by  a  sale  of  other  securities,  the  intended 
contraction  is  generally  nullified  by  an  increase  of  its 
discounts.  In  the  fourth  place,  there  is  the  fact,  which 
is  shown  by  an  examination  of  the  accounts,  that  during 
a  drain  of  bullion  the  Bank  finds  it  impossible  to  contract 
its  circulation,  on  account  of  the  demand  made  on  it 
through  its  banking  business  ;  and  then,  again,  when  that 
drain  is  turned,  and  the  gold  is  flowing  into  the  Bank, 
and  their  circulation  ought  to  be  expanded,  the  con- 
traction still  goes  on,  in  consequence  of  the  banking 
securities,  taken  during  the  preceding  pressure,  running 
off,  and  the  Bank  is  then  placed  in  a  situation  of  great 
difficulty,  to  know  how  to  keep  up  its  securities.  These 
seem  to  me  to  be  all  phenomena  illustrative  of  the  incon- 
venience and  derangement  which  arise  from  the  union  of 
banking  business  with  issue.  Again,  as  respects  the 
country  bankers,  the  very  principle  upon  which  they 
manage  their  issues,  and  which  they  contend  to  be  bene- 
ficial to  the  community,  is,  that  of  making  their  issues 
expand  and  contract  with  the  rise  and  fall  of  prices,  and 
with  the  increase  or  diminution  of  the  demands  or  wants 
of  the  community  around  them.  These  are  all  illustra- 
tions of  the  confusion  and  derangement  which  arise  from 
the  union  of  issue  and  banking. 
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2734.  What   distinction   are   you   prepared   to    draw 
between  the  management  of  ordinary  banking  and  issue  ? 
— It  seems  to  me  that  the  distinction  between  banking 
and  issue  is  as   clear  and  as  marked  as  any  distinction  is, 
or  as  any  distinction  can  possibly  be.     Issue  is  the  privi- 
lege  of  creating  money,  of    creating  that  which  is   the 
common  measure    of  value   in  the  country  ;    banking  is 
the  duty   of  using  and  distributing  that   money   in  the 
conduct  of  the  business  of  the  country.     The  distinction 
between  issue,   or  the   creation   of  money,  and  banking, 
which  is  the   use   of  money,  is  very  similar  to  the  dis- 
tinction between   the    authority  by   which   the  standard 
yard   or   bushel   is   determined,   and   the   use   of    those 
measures  in  the  ordinary  transactions  of  life. 

2735.  If   the  issues   were  properly  managed,  would 
they  not   operate  as  a  check  upon  the  management  of 
banking? — Yes;  banking   in  all  its  forms  is  dependent 
upon  credit ;  and  the  due  regulation  of  the  money  of  the 
country  is  the  proper  means  of  placing  credit,  and  all 
transactions   that  spring  out  of  credit,  under  due  control, 
and  confining  them  within  their  legitimate  limits. 

2736.  Then   you   are  of   opinion  that   the   union  of 
those  two  functions  in  the  same  body  tends  to  produce 
confusion  in  the  public  mind  as  to  what  the  proper  duties 
are  of  a  body,  which,  like  the  Bank  of  England,  has  to 
superintend    issues  ? — Yes,    certainly ;    I    have    already 
stated  that  I  think  that  the  duty  of  supporting  public 
credit  has  been  thrown  upon  the  Bank  to  a  much  greater 
extent  than  it  would  have  been  thrown  upon  a  manager 
of   the    circulation,    if   she   had   been    understood  to  be 
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limited  to  that  function  ;  and  it  seems  to  me  that  almost 
all  the  fallacies  which  are  prevalent  on  the  subject  of  the 
circulation  or  the  currency,  arise  out  of  a  confused  view 
of  those  two  different  functions.  The  principles  of  cur- 
rency are  in  themselves  simple  enough ;  but  by  mingling 
the  management  of  circulation  with  banking  operations 
great  confusion  has  arisen ;  for  instance,  the  charges 
against  the  conduct  of  the  Bank  in  1835,  seem  to  me  to 
be  entirely  founded  upon  the  confusion  between  what  was 
their  duty  in  managing  their  circulation,  and  what  was 
their  duty  in  their  banking  capacity.  Again,  I  have 
seen  pamphlets,  which  say,  sometimes  directly,  and 
almost  always  in  an  implied  manner,  that  it  is  the  duty 
of  the  Bank  to  regulate  prices ;  that  it  is  the  duty  of  the 
Bank  of  England  to  regulate  the  rate  of  interest ;  that 
the  country  issues  ought  to  be  regulated  by  the  supposed 
wants  of  their  respective  districts ;  that  a  rise  of  prices 
requires  and  justifies  an  increase  of  issues,  and  a  variety 
of  other  ideas  of  the  same  kind ;  all  of  which  seem  to 
me  to  spring  out  of  the  want  of  a  due  separation,  in  the 
minds  of  those  who  write  upon  the  subject,  of  the  func- 
tions of  issue  and  of  banking. 

2737.  Is   this   confusion    increased   by  the   Bank    of 
England  issuing  notes  not  previously  issued  upon  mer- 
cantile securities? — Of  course  the  issuing  of  paper  upon 
mercantile   securities  is  one  very  important  form  of  the 
union  of  issue  and  banking. 

2738.  Is  the  difficulty  of  good  management  increased 
by  the   multiplicity  of  issuers  ? — Yes,  I  think  it  is  very 
seriously  increased  by  the  multiplicity  of  issuers;  where 
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the  paper  money  is  issued  by  a  multiplied  number  of 
persons,  it  is  probably  not  the  interest  of  each  of  those 
persons  separately  to  conform  to  one  common  rule;  and 
even  if  it  was  their  interest,  it  may  very  fairly  be 
contended  that  it  is  not  practicable  for  them  to  do  so. 
That  very  ground  has  been  taken  in  an  anonymous 
pamphlet  published  by  a  writer  of  very  considerable 
eminence  in  his  other  works,  who  has  undertaken  the 
defence  of  country  issuers.  He  has  taken,  as  the  ground 
of  defence,  that  they  do  not  conform  to  the  fluctuations 
of  bullion  in  the  management  of  their  issues,  because,  it 
is  not  their  interest  to  do  so ;  and  further,  because,  if  it 
was  their  interest  to  do  so,  it  would  not  be  possible  for 
them  to  do  so.  The  passages  are  not  very  long,  and  I 
will  take  the  liberty  to  read  them ;  I  refer  to  this 
pamphlet,  because  the  writer  of  it,  whose  name  is  not 
given,  is  well  known  for  the  just  merit  of  many  of  his 
other  works*,  and  therefore  it  is  a  fair  test  to  take ;  the 
first  passage  is  at  page  55  of  his  pamphlet; — "  When  we 
speak  of  the  Bank  of  England,  or  any  other  bank,  and 
insist  that  its  circulation  and  its  bullion  shall  vary  by 
equal  increments  and  decrements,  we  lay  down  a  precise 
and  unambiguous  principle,  the  observance  and  neglect 
of  which,  whether  it  is  in  itself  just  or  not,  are  easily 
perceived  and  exactly  measurable;  but  when  we  insist 
that  the  country  banks  shall  make  their  issues  vary  with 
the  variations  in  the  quantity  of  bullion  held  by  a  bank 
in  London,  we  prescribe  a  rule  to  which  no  definite  mean- 

*  Mr.  Bailey,  of  Sheffield,  the  author  of  "  Essays  on  the  For- 
mation of  Opinions,"  <fec. 
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ing  can  be  affixed,  and  of  which  no  ingenuity  can  prove 
that  one  interpretation  ought  to  be  followed  rather  than 

another." 

***** 

2741.  ChairmanJ]  What  sort  of  control  do  you  con- 
sider the  country  issuers  have  over  their    own   issues? 
— The  control  over  the  country  issues  is,  what  I  should 
call,   an   external  and    not  an   internal  control ;   it    is  a 
control  which  comes  through  the  state  of  prices,  and  the 
demand  for  banking  accommodation  in  the  neighbourhood 
of  each  party,  rather  than  from  a  reference  on  their  own 
part  to  the  state  of  exchanges  or  the  store  of  bullion. 

2742.  That  you  do   not  consider  to   be   the    sort   of 
control  that  ou^ht  to  be  exercised   over  their  issues  ? — 

O 

No ;  I  apprehend  the  control  over  all  paper  issues  ought 
to  be  exercised  with  a  direct  reference  to  the  state  of 
bullion,  and  to  nothing  else. 

2743.  In  making  investigations  on  the  subject  of  the 
currency,  do  you  find   that   any   of  the   mischiefs  which 
arise  in  times  of  panic,  are  to  be  attributed  to  the  state 
of  the  country   issues ; — I  think,  upon  reference  to  the 
course  of  former  periods  of  panic  and  pressure,  it  will  be 
found,   almost  invariably,   that  a  considerable  portion  of 
the  evil  is  attributed  to  an  unnatural  state  of  the  paper 
circulation  of  the  country,  and   of  course  partly  to  the 
state  of  the   country  issues,  as  forming  a  portion  of  the 

paper  circulation. 

***** 

2745.  Has   the   non-conformity    of  the    country  cir- 
culation, either  to  the  Bank  circulation  or  to  the  state  of 
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bullion  in  the  Bank,  been  obviated  by  the  joint 
stock  bank  system  ? — No,  certainly  not.  The  object 
and  purpose  of  the  joint  stock  bank  system  was  to  give 
greater  strength  and  power  and  solidity  to  country 
banks  ;  it  was  resorted  to  with  a  view  of  insuring  the 
solvency  of  the  banks,  not  at  all  with  a  view  of  insuring 
a  greater  conformity,  on  their  part,  either  to  the  action  of 
the  Bank  of  England  or  to  the  exchanges.  So  far  as  the 
joint  stock  bank  system  has  increased  the  strength  of  the 
country  banks,  it  has,  pro  tanto,  made  them  less  imme- 
diately subservient  to  the  action  of  the  Bank  of 
England. 

2746.  Do  you   consider  that  the  convertibility  of  the 
notes  payable   on   demand  is   secure   under  the  present 
system  ? — No  ;    I  think   that   the   convertibility   of  our 
paper  issues  is  not  sufficiently  protected  under  the  present 
system. 

2747.  Do  you  consider  that  it  has  been  endangered  ? — 
Yes,  I  think  that  it  must  be  clearly  admitted  to  have 
been  endangered  to  a  high  degree  in  1825,  and  certainly 
exposed  to  serious  danger  in  1839.     At  the  same  time,  I 
think  this  remark  ought  to  be  made:  that  almost  in  any 
extremity   of  the  state  of  bullion,  the  Bank  of  England 
has  means  within   its  power  of  producing  such  an  action 
upon  the  public  as  shall  be  sufficient  to  stop  the  foreign 
drain ;  but  the  difficulty  is,  that  if  it  allows  the  bullion  to 
get  to  a  low  point,  the  action  to  stop  the  foreign  drain 
must  then  be  very   sudden  and  of  a  nature  very  severe 
and  ruinous  to  the  commercial  community ;  also,  there  is 
great  danger  with  such  an  action,  of  exciting  an  internal 
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demand,  and  when  once  the  internal  demand  is  raised, 
there  is  no  principle  upon  which  you  can  stop  that. 

2748.  Are  there  any  other  evils  besides  the  danger  of 
non-convertibility,  that  arise  out  of  the  present  system? — 
There  can  be  no  doubt  about  it — the  state  of  the  circula- 
tion has  a  very  direct  effect  upon  the  state  of  credit,  of 
confidence,  of  prices,  and  of  banking ;  and  if  the  state  of 
the  circulation  be  allowed  to  become  an  unnatural  one, 
unnatural  and  pernicious  effects  will  be  produced  upon 
all  those.     If  your  circulation  is  subject  either  to  depre- 
ciation   from    the    excess    of  its    amount,    or   to    violent 
fluctuations  of  amount,  then,  undoubtedly,  that  will  be 
followed   by  corresponding  effects  upon  confidence,  upon 
credit,  upon   prices,  upon  banking,  and  so  forth.     Those 
things  are  also   affected  by  other  considerations.     I  do 
not  see  that  it  is  possible  to  analyse  the  effects,  and  to 
attribute  to  each  cause  its  respective  share  in  producing 
those  effects ;  all  that  can  certainly  be  understood  is,  that 
if  you  regulate  the  paper  circulation  upon  sound  prin- 
ciples, you  may  be  quite  sure  that  you  have  then  removed 
that  portion  of  the  evil  effects  which  was  attributable  to 
the  want  of  due  regulation. 

2749.  How  is  convertibility  to  be  most  securely  pro- 
vided for  ? — I  apprehend  by  taking  care  that  the  paper 
money  of  the  country  is  always  kept  of  the  same  value  as 
the  metallic  money,  by   always  keeping  it  at  the  same 
amount. 

2750.  Does  this  apply  to  all   circumstances  equally 
of  an    efflux    and    influx    of   bullion  ? — Yes,    it  applies 
equally  to  both  cases. 
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2751.  What   are   the  circumstances  which  generally 
precede  an  efflux? — The  causes   producing  an  efflux  of 
bullion  may  be  divided   into  two  classes  ;  one  would   be 
the  depreciation  in  value  of  the  currency  of  this  country, 
in  consequence   of  the  excess  of  its  amount ;   the  other 
would  be  a  demand  upon  the  gold  of  this  country,  arising 
from  an  unusual  and  extraordinary  importation  of  some 
certain  commodity,  not  accompanied  by  a  corresponding 
increase  in  the  exports  of  commodities,  and  which  must, 
therefore,  be  paid  for  in  gold. 

2752.  When   the     efflux   proceeds    from    causes     so 
different,    is   it    right    to    pursue    the    same   course   by 
reducing  the  amount  of  the  circulation  in  conformity  with 
the  efflux  ? — Yes,  I  apprehend  that  it  is  so,  whatever  the 
cause  of  the  efflux  of  gold  may  be.     It  is  quite  clear,  that 
if  the  circulation  were  a  metallic  circulation,  it  would  be 
so  diminished,  and  I  apprehend  it,  therefore,  to  be  a  good 
rule  that  a  similar  variation  take  place  in  the  paper  cir- 
culation.    In  the  second  place,  though  the  causes  of  a 
drain  are  distinctly    separable  in  theory,   they   are   not 
equally   so  in   practice  ;   in  fact,  the  cause  of  a  drain  is 
generally   of  a   mixed   character,   and   if  you  make  the 
slightest  mistake  in  estimating  the  causes,  and  proceed  to 
act  upon  the   supposition  that  it  is  a  drain  proceeding 
exclusively   from  the   excessive   import   of  a   particular 
commodity,  when,  in  point  of  fact,  some  portion  of  the 
drain  is  attributable  to  a  depreciation  of  the  value  of  the 
currency,  however  slight,  you  will  get  into  a  very  serious 
difficulty.     In  the  third  place,  even  if  the  cause  is  of  the 
pure  nature  supposed,  if  a  certain  quantity  of  bullion  in 
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store  be  drained  out  by  it,  that  quantity  is  to  be  re- 
covered, and  it  seems  to  me  that  you  have  no  means, 
upon  principle,  of  recovering  it,  except  by  contraction. 

2753.  It  has  been  stated  by  Mr.  Rothschild  in  his 
examination  before  the  Bank  Committee  of  1832,  that  in 
the  regular  state  of  the  commercial  relations  of  this 
country  with  other  countries,  there  is  a  constant  influx  of 
gold  into  this  country ;  do  you  agree  with  him  in  that 
opinion  ? — I  presume  all  that  can  be  meant  by  that  state- 
ment is,  that  this  country  is  a  country  annually  producing 
more  than  she  consumes ;  that  she  is,  in  fact,  an  accu- 
mulating country ;  that  a  portion  of  these  accumulations 
are  laid  out  in  foreign  investments,  and  that  so  long  as 
the  par  value  of  our  currency  is  preserved  with  reference 
to  the  other  countries  of  the  world,  those  foreign  invest- 
ments are  paid  for  by  the  export  of  commodities.  But  it 
does  not  appear  to  me  at  all  to  follow,  if  you  suffer  that 
par  value  to  be  in  any  degree  deranged,  that  then  the 
investments  in  foreign  securities  will  not  be  paid  for  in 
gold.  This  is  the  important  point,  to  keep  your  currency 
at  that  par  value  which  shall  secure  you  against  the  gold 
being  drained  out  of  the  country  instead  of  your  surplus 
commodities  to  pay  for  foreign  investments. 

***** 

2755.  A    contraction    in    the    currency    operates    by 
checking    the    export    of   bullion,   and    encouraging    the 
export  of  goods  ? — Yes,  certainly. 

2756.  Then  that  which  precedes  this  state  of  things, 
is  a  reduction  of  prices? — That  is  true,  certainly,  upon 
principle ;  it  is  the  necessary  effect  of  the  contraction  of 
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circulation  in  ultimately  reducing  prices  that  constitutes  the 
certainty  with  which  we  rely  upon  the  principle ;  but  at  the 
same  time,  practically  speaking,  I  think  it  is  very  possible 
that  that  effect  may  be  anticipated  by  a  speculative  action 
upon  the  exchanges  ;  and  I  think  it  not  at  all  improbable 
that  you  might  have  an  effect  produced  upon  the 
exchanges  without  a  preceding  effect  upon  prices. 

2757.  Then  if  the  drain  arises  from  any  special  cause, 
such  as  an  importation  of  foreign  corn,  do  you  think  it 
would    be    reasonable     under     such     circumstances    in 
order  to  produce  an  effect  on  the  exchanges  to  cause  a 
pressure  ? — Yes. 

2758.  Would  the  postponement  of  the  contraction,  in 
your  opinion,  tend  to  increase  or  diminish  the  ultimate 
contraction   required  ? — I  think   that   it  would  tend  to 
increase  the  ultimate  contraction  required,  and  for  this 
reason  :  the  contraction  of  circulation  is  the  means  by 
which  the  drain  is  to  be  checked  ;  if  you  postpone  the 
contraction,  of  course  you   allow  the  drain  to    continue 
longer ;  therefore  the  drain  will  go  to  a  greater  extent ; 
consequently  there  will  be  a  larger  amount  of  bullion  to 
be  recovered.     In  addition  to  that,  contraction  of  circula- 
tion is  the  means  of  checking   those  various  phenomena, 
connected  with  the  growth  of  credit,  which  arise  in  con- 
sequence of  the  circulation  being  in  excess ;  and  in  pro- 
portion as  you  postpone  that  contraction,  you  allow  an 
undue  state  of  credit  to  expand  itself,  and  to  grow  to  a 
greater  height;    therefore,  of  course,  the  pressure  that 
must  ultimately  ensue  is  considerably  increased. 

2759.  Has  the  plan  of  maintaining  issues  undiminished 
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in  the  face  of  a  drain  of  bullion  practically  succeeded  ?— 
No,  that  plan  has  been  tried  in  the  three  cases  we  have 
alluded  to  of  1825,  1837,  and  1839,  the  results  of  which 
we  all  know. 

2760.  Do  you  apprehend  that  a  self-acting  plan,  for 
regulating  the  expansion  and  contraction  of  the  issues,  is 
necessary  ? — A  rule  for  the  regulation  of  the  currency, 
that  acts  of  its  own  accord,  and  without  the  intervention 
of  any  special  agency  in  each  case,  would  be  desirable. 

2761.  Sir  Robert  Peel.]   How  could  the  currency  be 
so  regulated  as  to  insure  the  operation  of  this  self-acting 
principle  ? — The  first  case  would  be  that  of  a  currency 
exclusively  metallic ;  there   would  be,  of  course,  in  that 
case,  a  self-regulating  principle  ;  the  second  would  be  that 
of  a  currency  similar  to  that  of  the  bank  of  Hamburgh, 
which  is  paper  notes,  represented  by  an  equal  amount  of 
gold  in  deposit.     We  may  suppose  a  third  case,  that  of 
the  Government  of  the  country  issuing  a  fixed  amount  of 
paper   upon   its    own    security   and   leaving   all   further 
fluctuations  to  arise  from  the  issue  of  notes  against  the 
deposit  of  an  equal  amount  of  gold  ;  that  would  be  again 
a  self-acting  regulation. 

2762.  Would  you,  in  the  last  case  you  have  put,  have 
the  issues  convertible  into  gold  ? — I   am  only  throwing 
out  the   supposition,  for  the  purpose  of  illustrating  the 
nature  of  a  self-acting  principle. 

2763.  But  in  the  possible  scheme  of  a  fixed  amount 
of  notes  issued  by  the  Government,  you  would  still  have 
them  convertible  into  gold  at   the  will  of  the  holder  ? — 
I  did  not  advert  to  that  point  one   way  or  the  other, 
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because  it  did  not  seem  to  me  to  be  a  point  that  was 
involved  in  making  the  supposition  complete  for  the 
purpose  for  which  I  made  use  of  it.  I  should  think  it 
desirable  that  they  should  be  convertible  into  gold ;  if 
they  were  not,  you  would  have  to  rely  upon  the  fact  of 
the  amount  of  inconvertible  notes  issued  being  below  that 
point  to  which  the  gold  would  ever  be  reduced. 

2764.  Chairman.']   What  are  the  inconveniences  which 
belong  to  a   currency   regulated  merely   by  the  opinion 
which  the  issuing  body  may  entertain  of  the  expediency 
at    the    moment   of   expanding  or   contracting   it? — The 
evil   would  be,   that   you  would  by  that  means  surrender 
rule  and  principle,   and  take  in  exchange  for  it  the  dis- 
cretion of  whoever  might  happen  to  be  the  issuing  body. 

2765.  How  far  is  the  maintenance  of  the  principle  of 
a  self-acting   rule   compatible   with    the  practice  of  the 
issuing  body   acting  in  support  of  public  credit  ? — They 
are  incompatible,  if  the  supporting  of  public  credit  means 
an    attempt  to    uphold    public    credit    by  an   increase   of 
issues  for  that  purpose. 

2766.  What  meaning  do  you  attach  to  the  expression, 
the  supporting  of  public  credit ;  is  the  support  so  given 
usually  general  or   partial? — I  am  inclined  to  think  that 
there  is  a  good  deal  of  fallacy  prevalent   in  the  public 
mind  upon  that  subject.     The  true  source  from   which 
public  credit  is   to   be   upheld  must   necessarily  be  the 
capital  of  the  country.     Now,  there  is  no  alteration  in 
the  amount  of  the  paper  money  of  the  country  that  can 
alter   in  any    way  the  amount  of  capital;  it  is  very  true 
that  it   may  have  some  effect  in  altering  the  particular 
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distribution  of  that  capital ;  and  it  appears  to  me  that  the 
doctrine  of  supporting  public  credit  has  emanated  from 
the  doctrine  of  supporting  a  particular  credit  in  any  par- 
ticular instance.  The  Bank  of  England,  or  any  other 
body  with  sufficient  resources,  and  capable  of  acting  with 
promptitude  and  secrecy,  Inay  support  the  credit  of  any 
particular  concern  or  institution.  It  does  so  by  issuing 
to  that  concern  its  notes,  through  the  means  of  which 
that  concern  is  enabled  to  possess  itself  of  a  command  of 
capital  which  it  had  not  before,  and  which  it  must  neces- 
sarily draw  from  some  other  person.  But  what  is  true  of 
a  particular  and  single  concern  does  not  hold  true  of  the 
whole  community  ;  you  cannot  abstract  capital  generally 
and  apply  it  generally  ;  the  support  of  public  credit  at 
large  can  only  be  obtained  from  the  best  distribution  of 
the  existing  capital  of  the  country,  and  that  best  distri- 
bution, I  apprehend,  will  always  be  obtained,  not  by  the 
particular  interference  of  a  particular  body,  but  by  leaving 
the  capital  of  the  country  to  distribute  itself  under  the 
action  of  laws  which  are  favourable  to  free  agency. 

2767.  Sir  Robert  PeelJ]  In  a  former  answer,  you  have 
stated  that  it  is  difficult  to  guard  against  the  consequences 
of  a  drain  of  the  bullion  of  the  Bank,  arising  from  internal 
causes  ? — Yes. 

2768.  One   of  those  internal  causes  might  be  alarm, 
and  perhaps  unfounded   alarm,  as  to  the   solvency  of  a 
particular  establishment;  as,   for  instance,   to  the  means 
of  the  Bank  to  pay  its  notes  in  gold  ;  and  that  might  be 
one  of  the  causes  of  a  drain  of  gold  ? — Certainly. 

2769.  Supposing    there   was  some  very  eminent  mer- 
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cantile  house  that  foresaw  the  probability  that  it  would 
be  unable  to  fulfil  its  engagements  on  a  certain  clay ; 
might  not  the  failure  of  that  house  contribute  to  increase 
that  alarm? — Certainly,  it  might  tend  to  spread  that 

alarm. 

***** 

2772.  Supposing    the  Bank    prevented    the    original 
failure,  by  giving  a  timely  supply  of  notes  to  that  house ; 
might  not  the  Bank  prevent,  by  that  timely  supply,  and 
by  supporting    the  credit   of    the   individual  house,  the 
origin  of  this  unfounded  alarm  ? — Undoubtedly. 

2773.  Might  not,   in  that  case,  the  Bank  contribute 
to  support  the  public  credit  ? — Undoubtedly,  it    might ; 
but  I  have   looked    at  the   expression,  "  public  credit," 
rather  in  a  different  sense  from  that  of  merely  stopping 
panic.     There  is  no  doubt  that  a  judicious  interference 
may,  in  one   particular  case,   stop    an    event    which,    if 
suffered  to  occur,   may  spread  alarm ;  that,  theoretically 
speaking,  is  possible,  and  if  that  is  the  meaning  of  sup- 
porting public  credit,  it  is  true  that    you  may    support 
public  credit   by  an   action   that  has  nothing  to  do  with 
capital. 

2774.  But,  in  the  popular  sense  in  which   it  is  said 
that  the  Bank  have  interfered  to  support  public  credit, 
is  not  that  the  meaning  ? — No,  I   think  not ;    the  usual 
meaning   is,    making    liberal    advances  to   assist  persons 
generally   who   have  heavy  engagements  coming  round, 
and  liberality  in  their  discounts ;  that  is  the  form  in  which 
the  public  look  to  the  Bank  to   support  public  credit; 
that  is   a  different  thing  from  an  intervention  in  a  par- 

2  C  2 


388  EXTRACTS    FROM    EVIDENCE 

ticular  case   to  prevent   the    embarrassed   position    of    a 
particular  house  becoming  known  to  the  public. 

2775.  Chairman]   Is  this  reliance   of  the    mercantile 
body  upon  the  supposed  duty  of  the  Bank  of  England  to 
relieve  them  in  times  of  pressure  productive  of  any  public 
disadvantages  ? — I   think    if  certainly  leads    to  demands 
upon  the  Bank  which  she  cannot  meet  without  violating 
her  duty  in  managing  the  circulation. 

2776.  Mr.  Ellice.~]  In  point  of  fact,  during  your  expe- 
rence,  has  the  Bank,  except  upon  one  occasion,  when  it 
interfered  to  uphold  the  credit  of  the  American  merchants, 
ever  given  such  assistance  to  the  public  as  was  likely  to 
interfere  with  the  circulation  of  the  Bank  ? — I  am  inclined 
to  think  that  the   action  of  the  Bank  with  reepect  to  its 
circulation  has  been  frequently  disturbed  by  its  endeavour 
to  satisfy  the   demands   of  the  public  for  what  may   be 
called  support  or  accommodation.       I  think,  for  instance, 
that  whenever  discounts  are  swallowing  up  her  attempts 
to  contract    her    circulation  by   other  means,  that  is  an 
indication  of  the  very  thing  I   am  speaking  of,  namely, 
that  her   endeavour  to  supply  the  demands  of  the  com- 
mercial world  is  interfering  with  that  which  she   would 
otherwise  effect. 

*  *  *  *  * 


21st  JULY,  1840. 

2784.  Chairman.]  IN  1839  some  American  houses 
applied  to  the  Bank  for  assistance,  which  the  Bank  offered 
to  them  to  a  limited  but  insufficient  amount,  and  they 
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ultimately  obtained  the  amount  requisite  from  capitalists 
in  the  money  market ;  can  you  state  what  was  the  amount 
tendered  by  the  Bank,  and  what  was  the  amount  which 
they  ultimately  obtained  from  the  money  market  ? — The 
transaction  to  which  you  refer  was  an  application  by, 
what  is  called,  the  United  States  Bank  for  advance,  in 
the  year  1839 ;  I  am  not  sure  that  I  can  state  the 
circumstances  with  great  accuracy,  but  I  can  state  them 
with  sufficient  general  accuracy.  The  agent  in  this 
country  of  the  United  States  Bank  applied  to  the  Bank 
of  England  for  aid  under  circumstances  of  great  emer- 
gency, as  regarded  that  concern.  The  Bank  of  England 
offered  to  him  a  loan  of  300,0007.  in  stock,  not  in  money, 
to  be  advanced  upon  the  personal  securities  of  responsible 
parties  in  this  country  ;  that  offer  was  not  deemed  suffi- 
cient to  accomplish  the  end  in  view,  and  therefore  was  not 
made  use  of;  subsequently  to  that  a  number  of  private 
individuals  united  for  the  purpose  of  accomplishing  the 
object,  and  they  advanced  to  the  same  party  800,000/.  in 
money,  for  the  period,  I  think,  of  a  year  and  a  half  or 
two  years,  and  upon  the  deposit  of  American  securities 
only  ;  the  loan  tendered  by  the  Bank  was  for  one  month 
only.  Of  course,  in  referring  to  this,  I  do  not  mean  to 
throw  the  slightest  blame  upon  the  Bank  of  England  for 
not  having  made  a  more  liberal  offer,  as  it  would  be 
called  ;  I  believe  the  difficulty  would  rather  be  to  justify 
the  Bank  in  going  so  far  under  the  circumstances,  than  to 
defend  her  against  any  charge  of  not  having  gone  further. 
Having  raised  this  question  of  support  of  public  credit, 
perhaps  the  Committee  will  allow  me  to  advert  to  a  point 
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which  occupied  our  attention  near  the  close  of  my 
examination  on  the  former  day,  namely,  the  question  of 
the  support  of  public  credit  and  the  distinction  between 
that  support  to  public  credit  which  is  given  by  aid 
rendered  to  particular  establishments,  with  a  view  of 
preventing  that  spread  of  general  alarm  which  might  arise 
from  the  embarrassment  of  a  particular  concern,  and  that 
support  to  public  credit  which  is  afforded  by  the  general 
expansion  of  the  advances  of  the  Bank  of  England  upon 
discounts,  and  upon  every  other  species  of  mercantile 
security.  With  regard  to  the  support  of  public  credit  of 
the  first  description,  the  utility  of  such  measures  may  be 
subject  to  very  serious  question.  If  we  look  to  the 
practical  results  in  each  case  in  which  it  has  been  resorted 
to,  we  should  very  probably  be  led  to  form  a  low  estimate 
of  the  value  of  such  measures ;  but  at  all  events  the 
banking  resources  of  the  Bank  of  England  would  be 
amply  sufficient  to  meet  every  demand  that  could  possibly 
arise  for  that  purpose.  With  regard  to  the  second  form 
of  supporting  public  credit,  which  is  the  meaning  in 
which  I  have  always  been  accustomed  to  use  the  phrase 
"  support  of  public  credit,"  and  I  believe  that  will  be 
found  to  be  the  meaning  in  which  it  was  used  in  the 
discussions  in  the  Committee  of  1832,  and  that  that  is 
the  meaning  ordinarily  attached  to  it  by  the  public  ;  for 
the  support  of  public  credit  of  that  nature,  nothing  can 
be  sufficient  but  the  general  capital  of  the  country, 
allowed  to  distribute  itself  freely,  without  any  interruption 
by  artificial  laws.  Any  increase  of  issue  by  the  Bank  of 
England,  or  by  any  other  establishment,  cannot  alter  the 


ON    BANKS    OF    ISSUE.  391 

amount  of  the  capital  of  the  country;  it  can  only  partially 
affect  the  distribution  of  it,  placing  the  command  of  a 
larger  portion  in  the  hands  of  those  persons  to  whom  that 
increase  of  issue  is  made,  and  at  the  same  time  necessarily 
withdrawing  the  command  of  it  from  some  other  parties, 
who  may  very  possibly  be  equally  or  more  capable  of 
using  it  advantageously.  Upon  this  point  I  am  glad  to 
be  able  to  confirm  my  own  view,  by  quoting  the  very 
high  authority  of  the  late  Mr.  Ricardo,  who  thus  expressed 
himself:  "A  great  deal  of  stress  has  always  been  laid 
upon  the  benefits  which  commerce  derives  from  the 
accommodation  afforded  to  merchants  by  the  Bank.  1 
believe  it  to  be  quite  insignificant,  compared  with  that 
which  is  afforded  by  the  private  funds  of  individuals." 
There  is  also  a  passage  in  the  evidence  given  by  Mr. 
Tooke  in  the  year  1832,  which  bears  upon  another  part 
of  the  observations  I  have  just  made ;  the  question  and 
answer  are  these:  "Supposing  there  should  be  a  deficiency 
of  capital  for  the  purposes  of  agriculture,  it  is  a  circum- 
stance that  does  not  come  within  your  knowledge?"  The 
answer  is,  "  More  capital  may  be  desirable,  but  I  am  not 
aware  that  any  operation  of  banking  would  give  the 
desired  increase.  I  would  say,  once  for  all,  that  in  my 
opinion  no  operations  of  banking  add  at  any  given  moment 
to  the  previously  existing  capital  ;  they  only  serve  to 
distribute  it  in  an  advantageous  manner."  And  in  the 
following  answer  he  adds,  "  I  can  only  speak  from  my 
general  opinion  of  the  nature  of  capital,  that  the  issue  of 
paper  money  does  not  create  capital.  In  the  case  of  the 
banker  issuing  paper  money  he  advances  his  credit,  while 
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the  capital  he  thus  commands  and  transfers  is  that  which 
already  existed,  and  might  have  been  equally  applicable 

in  the  way  of  loan  through  some  other  channel." 

*  #  #  #  * 

2792.  Some  authors  have  considered  that  there  is 
more  rapid  addition  to,  and"  diminution  of,  the  currency 
of  the  country,  under  a  system  like  ours,  of  a  paper 
circulation  with  a  reserve  of  gold,  than  there  would  be  if 
there  were  a  purely  metallic  circulation ;  do  you  agree  in 
that  ? — I  do  not  see  any  grounds  for  that  supposition  ;  and 
it  is  difficult  to  comment  upon  it,  unless  one  knows  the 
reasons  by  which  it  is  sustained.  It  appears  to  me  that 
a  well-regulated  paper  circulation  will  always  fluctuate, 
precisely  as  the  metallic  circulation  would  have  fluctuated; 
and  if  this  be  the  case,  it  seems  to  be  almost  tautological 

to  say  that  the  effects  of  the  two  systems  will  be  identical. 

#  *  #  #  # 

2794.  Upon  what  do  you  conceive  the  rate  of  interest 
to  depend  ;  does  it  depend  upon  the  amount  of  circula- 
tion?— The  rate  of  interest  may  be  temporarily  affected 
during  an  increase  or  a  diminution  in  the  amount  of  paper 
circulation.     I  apprehend  that  the  general  range  of  the 
rate  of  interest  is  liable  to  be  affected  in  varying  degrees 
by  many  considerations ;  but  it  is  correct  to  say  generally, 
that  it  depends  upon  the  proportion  between  the  quantity 
of  capital  in  the  country  and  the  demand  for  the  employ- 
ment of  it. 

2795.  Does  the  Bank  of  England  regulate  it  ?— No. 
It  cannot  be   said,  in   the  proper  meaning  of  the  words, 
that    the    Bank    regulates    the    rate  of   interest    in  this 
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country,  though  she  undoubtedly  may  exercise  an 
influence  over  the  temporary  fluctuations  in  the  rate  of 
interest.  During  short  periods,  the  Bank  of  England, 
being  a  very  large  and  powerful  body,  with  means  and 
resources  out  of  proportion  to  the  mass  of  the  community, 
may  produce  slight  temporary  oscillations  in  the  rate  of 
interest;  but  she  cannot  affect  the  general  average 
altitude  of  the  rate  of  interest. 

2796.  Do   you    apprehend   that   it   is    possible  for   a 
steady  rate  of  interest  to  be  preserved  in  this  country? — 
No,   I  conceive  it  to  be  quite  impossible ;    in  a  country 
like  this,  with  a  highly  accumulated  capital,   with  great 
enterprize,  with  a  great  spirit  of  speculation,  with  very 
extensive  commercial  relations  with  all  parts  of  the  world, 
and  of  a  highly  manufacturing  character  also,  it  appears 
to  me  impossible  to  avoid  considerable  oscillations  in  the 
rate  of  interest. 

2797.  The    Bank   of   England,    therefore,    in    your 
opinion,  has  no  power  to  keep  the  rate  of  interest  steady? 

—No ;  I  think  the  doctrine  of  calling  upon  the  Bank  of 
England  to  keep  the  rate  of  interest  steady  is  quite 
absurd. 

2798.  Has  the  Bank  of  France  had  it  in  its  power  to 
keep  the  rate   of  interest  steady  in  that  country  ? — The 
rate  of  interest  in  France  is  a  great  deal  more  steady  than 
it    is    in   England.     I   apprehend    that   arises    from    two 
circumstances;    first,  that  the  currency   of  France  may 
be    considered    as   virtually    a    metallic    currency ;     that 
consequently   all  oscillations  in  the  rate  of  interest  which 
arise  from  an  unnatural  state  of  the  currency,  in  any  other 
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country  are  avoided  in  France,  and  whatever  steadiness 
in  the  rate  of  interest  is  found  to  prevail  in  France 
beyond  that,  must  be  attributed  to  the  difference  between 
the  monetary  and  commercial  condition  of  France  and 
other  countries;  her  condition  is  in  many  respects  the 
opposite  of  that  state  in  which  I  have  in  the  last 
answer  described  England  to  be  placed. 

2799.  You  stated  in  your  evidence  on  the  former  day, 
that  the   country  issuers  regulate  their  issues  by  the  rise 
and  fall  in  prices,  and  by  the  increase  and  decrease  in  the 
demand  for  banking  accommodation ;    by    the   supposed 
wants  of  the  public,  in  fact,  and  not  by  a  reference  to  the 
efflux   or  influx   of  gold,  or  the  state  of  the  exchanges ; 
upon  what  ground  is  it  that  you  made  that  statement  ? — 
I   made   that  statement,   first,    upon  the   ground  of  the 
general  notoriety  of  the  fact,  which  I  believe  is  not  denied 
by  anybody;    and,  secondly,    upon    the  faith  of  various 
statements   to    that  effect  made   by   the  country    issuers 
themselves.     \Here   Mr.  Loyd  laid   before   the   Committee 
various  extracts  Jrom  the  latter.'] 

2800.  Do  you  conceive   that   those   are    the    correct 
principles  upon   which  the  issues  of  paper-money  ought 
to  be  regulated  ? — No,  I  do  not  conceive  them  to  be  the 
correct  principles,  but  to  be  directly  in  opposition  to  correct 
principles;  I   conceive  that  the  principle  of  managing  a 
paper  circulation,  which  is  stated  in  these  passages,  is  in 
itself  unsound,  and  that  it  must  be   productive  of  mis- 
chievous consequences ;    I  conceive  that  it  is  unsound,  for 
this  reason,  that  when  prices  rise  in  any  country,  of  course 
that  very  fact  creates  an  additional  inducement  to  foreign 
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countries  to  send  their  commodities  here,  and  a  diminished 
inducement  to  take  our  commodities  from  us ;  conse- 
quently, that  must  have  a  strong  tendency  to  produce 
an  export  of  gold,  and  ought  to  lead  to  a  contraction  of 
the  circulation.  Now,  the  principle  here  laid  down  is  to 
meet  that  state  of  things  by  an  opposite  course,  namely, 
by  an  expansion  of  the  circulation. 

2801.  What  are   the  consequences  which  you  think 
would  result  from  acting  on  this  principle  ? — The  rise  of 
prices  will  receive  a  further  and  artificial  stimulus ;  the 
speculative  action  which  always  attends  that  rise  of  prices 
will    be  fomented,  and  will  proceed  to  a  much  greater 
height  than  it  otherwise  would  have  reached,  and  conse- 
quently   the    convulsion    which    must    afterwards    ensue 
will  be  proportionately  severe. 

2802.  Upon  whom  will  those  consequences  principally 
fall  ? — Those  consequences  will  fall,  in  the  first  place,  and 
principally,  no  doubt,  upon  the  commercial  world,  and,  in 
fact,  upon  all  parties  who  are  liable  to  be  affected  by  the 
severe  crises  which   we    occasionally  experience   in   this 
country ;  that   is,  upon    the    whole  community  at  large. 
But   I  think  it  is  a  subject  very  fit  for  serious  considera- 
tion,  whether  the   country  bankers  themselves  are  not  a 
class  liable  to  be  very  seriously  injured  by  such  convul- 
sions.    I    apprehend,    that    they    themselves    frequently 
suffer    very   seriously    in    their    own    interests   from    the 
previous  want   of  due  regulation  in  the  management  of 
the  aggregate  paper  circulation  of  the  country. 

2803.  Can  you  give  any  practical  illustrations  of  those 
views  ? — T  think  that  the  two  points  to  which  we  referred 
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on  a  former  occasion.,  afford  the  strongest  possible  prac- 
tical illustration  of  the  consequences  of  which  I  am  now 
speaking;  I  mean  the  periods  of  1825  and  of  1832.  I 
think  it  is  a  matter  amounting  almost  to  demonstration, 
that  the  convulsion  of  1825  is  traceable  to  the  absence  of 
the  application  of  the  principle  of  contracting  paper  issues 
at  the  commencement  of  a  drain  of  bullion  ;  and  that, 
consequently,  all  the  terror  and  ruin  that  fell  upon  the 
country  banking  system  at  that  time  are  justly  and  fairly 
attributable  to  the  non-application  of  that  principle  to 
the  management  of  the  paper  issues,  and  the  adoption,  in 
lieu  of  it,  of  the  principle  of  allowing  them  to  expand 
with  increasing  speculation  and  with  growing  prices ;  1 
think  that  the  ease  and  tranquillity  with  which  we  passed 
through  some  considerable  trial  in  1832,  is  attributable 
to  precisely  the  opposite  course ;  namely,  to  the  applica- 
tion by  the  Bank  of  England  of  the  principle  of  contract- 
ing the  issues  the  moment  the  drain  of  bullion  began, 
and  to  the  contraction  of  the  country  issues,  necessitated 
by  the  then  peculiar  state  of  the  law  for  suppressing  the 
one  and  two  pound  notes ;  so  that  I  look  upon  the  crisis 
of  1825  as  the  practical  illustration  of  the  consequences  of 
acting  upon  the  principle  laid  down  in  the  extracts  which 
I  have  just  read;  and  I  look  upon  1832  as  the  practical 
illustration  of  the  consequences  I  anticipate  from  what 
I  apprehend  to  be  a  sound  management  of  the  paper 
circulation. 

2804.  You  have  explained  what  you  consider  the 
proper  principle  of  managing  the  securities  of  a  bank  of 
issue ;  will  you  explain  what  you  consider  to  be  the 
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correct  principle,  in  respect  of  securities,  for  managing  a 
bank  of  deposit  ?—l  apprehend  the  principle  for  the 
management  of  a  bank  of  deposit,  is  to  invest  in  pro- 
ductive securities  that  amount  of  your  deposits  which, 
looking  at  their  nature  and  character,  you  think  you  can 
venture  to  invest,  without  being  called  upon  to  realize 
too  expeditiously  again. 

2805.  How  far  did  the  rule  which  the  Bank  laid  down 
for  its  conduct  in  1832,  approach  to   sound  principle? — 
The  advantages  attending  the  rule  of  1832  I  conceive  to 
have  been  these:  that,  in  the  first  place,  it  substituted  a 
fixed  and  definite  rule,  instead  of  the  arbitrary  discretion 
under  which  the  affairs  of  the  Bank  had  been  previously 
managed ;  secondly,  that  it  excluded  external  action  upon 
the    Bank;    that    is,    that    it    left   the    Bank    subjected 
only  to  the  demands  of  its  own  depositors,  and  those  of 
the  holders  of  its  notes,  but  not  subjected  to  the  demands 
of  the  commercial  world  at  large ;  and  thirdly,  and  per- 
haps principally,  that  it  recognized  and  gave  sanction  to 
the  doctrine  of  the  essential  importance  of  a  fixed  relation 
being  preserved  between  the  fluctuations  in  the  bullion 
and  the  fluctuations  in  the  liabilities  of  the  Bank. 

2806.  How  far  have  the  Bank  adhered  to  that  rule  ? — 
I  have  always  considered  that  they  have  altogether  failed 
to  adhere  to  it. 

2807.  If  they  had  adhered  to  it,  would  things  have 
been  better  than  they  have  been  ? — I  have  no  doubt,  that 
in  some  cases  an  adherence  to  the  rule  would  have  been 
more  beneficial   than  the  course  that  was  pursued ;  but 
there  are  many  cases  in  which  an  adherence  to  the  rule 
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would  have  been  absolutely  impracticable.  I  always 
interpret  the  rule  with  reference  to  all  the  deposits  :  I 
am  incapable  of  entering  into  the  distinctions  which  have 
been  set  up  between  different  classes  of  deposits. 

2808.  What  great  deviations  from  the  rule  can  you 
point  out  as  having  taken'  place  since  1832? — I  must 
confess,  that  never  having  myself  considered  the  rule  of 
keeping  the  amount  of  securities  equal,  as  being  an 
important  rule  for  the  government  of  the  Bank,  or  as 
affording  the  best  indications  of  its  management,  I  have 
never  examined  the  affairs  of  the  Bank  carefully  by  the 
test  of  that  rule,  and  therefore  I  am  not  very  much  pre- 
pared to  answer  that  question.  I  can  only  answer  it  by 
the  paper  which  has  now  been  put  into  my  hands ;  I 
observe  a  great  fluctuation  in  the  amount  of  securities 
throughout  the  year  1834,  and  also  a  very  marked 
increase  in  the  amount  of  securities  throughout  the  year 
1835;  they  reached  the  maximum  sum  of  31  millions  in 

December,  1835. 

*  *  *  *  * 

2815.  Do  you  apprehend  that  the  circumstance  of 
there  being  a  loan  *  in  the  course  of  payment  offers  any 
peculiar  facility  to  speculation? — There  can  be  no  doubt 
that  the  contracting  of  a  large  loan  upon  the  part  of  the 
Government,  and  contracting  it  in  that  form  which  leads 
to  the  rapid  paying  up  of  the  whole  amount  of  the  loan, 
must  disturb  the  tranquillity  of  the  circulation;  and, 
under  such  circumstances,  the  first  duty  incumbent  upon 

*  This  refers  to  the  West  India  loan  of  £15,000,000  in  1835. 
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the  managers  of  the  circulation  is,  by  all  legitimate  means 
within  their  power,  to  neutralize  that  effect.  It  seems  to 
me  that  the  Bank  of  England  in  that  respect  acted  very 
judiciously,  and  in  a  manner  very  beneficial  to  the  public 
interests.  We  have  generally  understood  that  a  very 
large  amount,  I  do  not  know  whether  it  did  not  amount 
to  10  or  12  millions,  was  paid  up  almost  at  the  same 
moment,  and  yet,  when  we  look  at  the  state  of  the 
accounts,  \ve  do  not  find  a  disturbance  in  the  circulation 
at  all  corresponding  with  so  violent  an  action ;  that  of 
course  must  have  been  the  consequence  of  judicious  and 
correct  measures  on  the  part  of  the  Bank ;  and  1  think 
that  their  conduct  in  that  respect  deserves  approbation 
and  gratitude  on  the  part  of  the  public,  and  not  censure. 

2816.  Then  whatever  facilities  for  speculation  were 
afforded  by  the  loan  at  that  time,  arose  from  the  circum- 
stance of  their  being  a  loan,  and  not  from  the  conduct  of 
the  Bank? — Whatever  disturbance  to  the  otherwise 
natural  state  of  things  arose  at  that  time,  must  have 
arisen  from  the  contracting  of  the  loan,  and  whatever 
effects  proceeded  from  that,  the  Bank  of  England  is  in  no 
respect  whatever  responsible  for  them.  Her  duty  was  to 
keep  the  circulation  in  as  equable  a  state  as  the  circumstances 

of  the  case  admitted,  and  I  think  she  did  that  efficiently. 

***** 

2819.  If  a  deposit  account  be  transferred  from  one 
London  banker  to  another  London  banker,  and  both 
bankers  invest  the  same  proportion  of  their  deposits  in 
securities,  and  keep  the  same  proportion  as  a  reserve,  will 
the  transfer  of  the  deposits  from  one  banker  to  another 
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banker  occasion  any  difference  in  prices  or  in  the  ex- 
changes ? — I  apprehend  that  upon  the  supposition  of  all 
the  proportions  being  preserved  unchanged,  the  transfer 
of  the  fund  from  one  hand  to  the  other  will  only  alter 
the  condition  of  the  two  houses  from  and  to  which  the 
transfer  is  made,  and  the  general  condition  will  be  pre- 
served the  same. 

2820.  If  such  a  transfer  of  a  deposit  be  made  from  a 
London  banker  to  the  Bank  of  England,  and  the  Bank  of 
England  invests  the  same  proportion  of   its  deposits  in 
securities,  and  maintains  the  same  proportion  as  a  reserve, 
as  the  London  banker  does,  will  prices  or  the   exchanges 
be  affected  by  such  a  transfer  ? — It  is  quite  clear  that  it 
would  be  absurd  to  suppose   that  they  could  be  ;    if  the 
amount  of  money  invested  and  of  money  reserved  be  kept 
in  the  same  proportion,    it  cannot   produce  any  sort  of 
effect,    except    upon    the    parties    immediately    affected, 
whether  that  be  done   through   the    medium    of   A.,  B. 
orC. 

2821.  Then  the  aggregate  amount  of  deposits,  of  cir- 
culation,   of    securities   and    of    reserves    would     remain 
precisely  the  same,  after  the  transfer  took  place  from  one 
banker  to  another,  as  before  ?— That  I   apprehend  to  be 
the  statement  in  the  question. 

2822.  You  apply  this  equally,  under  the  supposition 
contained  in  the  former  questions,  as  well  to  the  Bank  of 
England  as   to  the  private   banker? — Certainly;  I  con- 
ceive that   if,  of  a  given  sum   a  certain  portion  is  to  be 
supposed    to    be    held    in   a   till,  and  another    portion    is 
supposed  to  be  held  in  investment,  that  it  does  not  make 
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any  difference  whether  those  appropriations  be  effected 
through  the  operations  of  bank  A.,  bank  B.,  or  bank  C., 
considering  the  Bank  of  England  as  A.,  and  the  private 

bankers  as  B.  and  C. 

*-**## 

2825.  ChairmanJ]     Was   the   conduct   of  the   Bank 
generally  correct  during  the  autumn  of  1835,  and  up  to 
April,  1836  ? — I  believe  the  fact,  during  the  period  alluded 
to,    was,   that   during  the   influx  of  bullion,    there  was 
rather  a  decrease  than  an  increase  of  circulation. 

2826.  From  April,  1836,  till  the  winter  of  1837,  what 
was  the  case  ? — During  that  period  the  bullion  underwent 
a   heavy    diminution,   without   any    corresponding   dimi- 
nution in  the  bank  issues. 

2827.  Then,  in   the    winter   of   1836-7,  and   in   the 
spring  of  1837,  there  was  great  commercial  distress? — 
There  was. 

2828.  How  far  was  this  distress  attributable  to  any 
undue  contraction  in   the   Bank  circulation  ? — It  cannot 
be   attributed    to   contraction   in   the    Bank   circulation, 
because  no  such  contraction  took  place. 

2829.  Nor  to  any  contraction  in  the   circulation    of 
the  country  issuers? — The    country  issues  underwent  a 
considerable   contraction   in  the  early   part  of  the  year 
1837,  but  I  am  not  disposed   to  attribute  the   distress 
to  that  circumstance.     I  am  rather  inclined  to  think  that 
the  circulation  of  the  country  issuers  was  contracted  in 
consequence  of  the  fall  of  prices,  yet  I  presume  it  to  be 
probable  that  the  contraction   may  have  carried  the  fall 
farther  than  it  would  otherwise  have  gone. 

2  D 
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2830.  In  1838    the   export  by  the   Bank   of  gold  to 
America  took  place,  did  it  not  ? — Yes. 

2831.  Was  the  Bank  in  a  sound  state  in  the  December 
of  1838? — I  presume  we  may  consider  the  Bank  to  have 
been  in  a   sound  state  at    that    period,   or   very    nearly 
approaching  to  it ;    but  I  should  not  go  so  far  as  to  say 
that  the  aggregate  paper  circulation  of  the  country  was 
in  a  sound  state.     In   the  tables  which  I  have  before  me, 
it  appears  that  the   bullion,   during  the   year   1838,  had 
undergone   a  reduction   of   some   amount,   though   not  a 
serious  one ;    whilst   the  aggregate  paper  circulation  had 
increased ;    and  I  think  that  a  good  deal  of  the  difficulty 
in   1839  might  have  been   mitigated,  if,   instead  of  that 
increase  in  the  aggregate  paper  circulation  of  the  country 
during  1838,  there  had  been  a  decrease  in  correspondence 
with  the  gold. 

2832.  If  the  increased  amount  of  issues  and  securities 
of  the  Bank  of  England,  which  is  observable  in  1839,  be 
owing   to  deficiency   bills,  do   you  consider  that  circum- 
stance as  a  justification   for  such   an   increase? — No;    I 
should  say,  upon  principle,  that  if  the   Bank   undertake 
to   make    advances    upon    one    form    of  securities,   that 
necessarily  involves  the   corresponding  duty   of  reducing 
their  advances  upon  some  other  form  of  securities. 

2833.  You  apprehend  that  such  advances  ought  to  be 
provided  for  by  the  Bank,  out  of  their  ordinary  banking 
resources  ? — Certainly. 

2834.  How    far   is  the  circulation  generally  affected 
by   payment   on    deficiency   bills? — The  payment  of  the 
dividends  at  the  four  quarters  of  the  year  has  necessarily 
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a  tendency  to  throw  out  a  large  amount  of  issues  from 
the  coffers  of  the  Bank  at  the  period  of  the  dividends, 
and  to  produce  consequently  rather  a  violent  contrast 
between  the  amount  of  circulation  immediately  preceding 
the  dividends  and  the  amount  of  circulation  immediately 
subsequent  to  the  dividends.  The  Bank  has,  within  the 
last  few  years,  resorted  to  a  measure  that  has  worked 
extremely  well  for  the  purpose  of  mitigating  that  diffi- 
culty, namely,  that  of  making  temporary  advances  during 
the  month  preceding  the  payment  of  the  dividends,  to  be 
discharged  during  the  month  in  which  the  dividends  are 
coming  due ;  and  by  that  means  an  approach  is  made  to 
an  equalized  state  of  the  circulation. 

2835.  Is  it  material  on  what  securities  those  advances 
are  made? — No,  I  do  not  apprehend  that  it  is  a  matter  of 
much  consequence    on   what    securities  they    are    made. 
Generally  speaking,  I  should  say  that  the  advances  of  the 
paper  issues  of  the  country  should  be  made  upon  Govern- 
ment securities ;   but  this  is  an  advance  of  a  temporary 
nature,  and  to  meet  a  peculiar  and  transitory  difficulty, 
and  probably   advances  upon  mercantile  securities  would 
be  found  more  efficient  for  the  purpose. 

2836.  Those  quarterly    advances    are    usually   made, 
are  they  not,  at  the  market  rate  of  interest  at  the  time  ? — 
Yes ;   I  should  apprehend  rather  under  than  above  the 
market  rate  of  interest. 

2837.  The   Bank  rate  of  discount  is  generally   con- 
siderably above  the  market  rate,  is  it  not? — During  periods 
of  tranquillity   in  money  matters,  the  Bank  rate  of  dis- 
count is  generally  above   the    market   rate,  but   during 

2  D  2 
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periods  of  heavy  pressure,  I  should  be  inclined  to  say  that 
the  market  rate  was  above  the  Bank  rate. 

2838.  If  the  quarterly  advances    were  made    at  the 
usual  rate  of  discount  on  mercantile  bills,  would  it  not 
have  the  effect  of  preventing  those  advances  from  being 
made  at  all,  under  ordinary  circumstances  ? — I  think  it  is 
very  possible  that  it  would  prevent  their  being  made  to 
the  extent  to  which  it  is  desirable  that  they  should  be 
made. 

2839.  What  was  the   effect  of  the  Bank  raising   the 
rate  of  interest  in   1839  ? — I  apprehend  that  the  effect 
was  extremely  valuable  ;  it  was  the  one  measure  by  which 
the  Bank  did  any  thing  to  meet  the  drain  under  which 
we  were  suffering.     1  think   it  is  important  to  observe, 
that  raising  the  rate  of  interest  during  an  efflux  of  bullion 
is  a  measure  strictly  in  conformity  to  what  would  be  the 
course  of  things  with  a  metallic  circulation.     If  with  a 
metallic  circulation   a   drain  took  place,  the  circulation 
would,  of  course,  be  undergoing    a    contraction  ;   which 
contraction  would  necessarily  produce  a  continuous  ten- 
dency to  a  rise  in  the    rate  of  interest  ;  and  the  Bank 
administering  the  paper  circulation  is  strictly  conforming 
to  the  action  of  a  metallic  currency,  when  she  raises  the 
rate  of  interest  during  the  export  of  bullion. 

2840.  You  conceive,  then,  as  regards  the  management 
of  the  issues  by  the  Bank,  it  was  a  wise  measure  to  raise 
the  rate  of  interest,  since  it  afforded  an  additional  security 
for  preserving  convertibility? — I  conceive  that  raising  the 
rate  of  interest  in  1839  was  essential. 

2841.  What  do  you  think  was  the  effect  of  the  partial 
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repeal  of  the  usury  laws  during  the  pressure  upon  the 
money  market  in  1839,  as  regarded  men  engaged  in  trade, 
commerce,  and  manufactures  ? — I  apprehend  that  every 
approach  towards  a  repeal  of  the  usury  laws  is  a  benefit 
to  the  community,  in  every  respect  ;  I  think  that  it 
worked  extremely  well  in  the  year  1839  ;  that  without  it, 
the  Bank  of  England  would  have  been  exceedingly  embar- 
rassed ;  that  she  would  have  been  precluded  from  the  one 
measure,  .  by  which  an  effort  was  made  on  her  part  to 
rectify  an  unnatural  and  alarming  state  of  things.  And 
also  I  conceive  that  a  great  deal  of  the  comparative  firm- 
ness with  which  the  trading  world  sustained  the  pressure 
of  the  year  1839,  is  fairly  attributable  to  the  unrestrained 
freedom  with  which  capital  was  allowed  to  seek  its  most 
beneficial  employment,  and  to  direct  itself  to  the  quarters 
where  it  was  most  wanted. 

2842.  Independently  of  the  operation  of  that  partial 
suspension  of  the  usury  laws  upon  the  Bank,  and  looking 
to  its  effect  upon  commercial  men,  do  you  think  that  its 
operation  was  decidedly  beneficial  ? — I  have  no  doubt  of 
it,  whatever. 

*  *  *  *  * 

2847.  How  far  do  you  think  that  it  would  be  a  wise 
course  for  the  Bank  to  pursue,  that  with  a  view  to  its 
stopping  a  drain  of  gold,  whenever  a  drain  shall  arise,  it 
should  depend  on  foreign  securities,  which  it  might  buy 
when  exchanges  were  favourable,  and  sell  when  they 
were  adverse  ? — I  do  not  know  that  I  am  a  very  com- 
petent judge  upon  that  point,  but  I  confess  the  leaning  of 
my  mind  is  rather  adverse  to  that  plan. 
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2848.  Will  you    state  why  ? — The  plan   is  certainly 
unobjectionable  upon  principle.     It  would  be  a  measure 
tantamount  to  holding  the  same  quantity  of  gold,  paying 
interest ;  it  would  be  a  commodity   which  the    Bank  of 
England  would  have  the  means  of  exporting  for  sale,  and 
against  the  proceeds  of  which  it  might  draw,  whenever 
the  state  of  the  trade  of  the  country  led  to  an  excess  of 
imports,  and  a  deficiency  of  exports  ;  but  on  the  other 
hand,  if  the  Bank  adopts  that  plan,  she  will  necessarily 
become    a  very  powerful  actor,  at    her    own    discretion, 
upon  the  exchanges  ;  and  the  knowledge  that  so  powerful 
an  actor  is  hanging  over  the  exchanges,  I  think  may  be 
calculated  to  disturb  the  ordinary  action  of  the  exchange 
dealers,  and  to  prevent  their  taking    that  course  which, 
under  ordinary  circumstances,   they  would   take  ;    and  I 
think  it  a  matter  worthy  at  least  of  serious  consideration, 
whether  greater  evil  might  not  arise  in  that  way  than  the 
good  which  would  be  obtained  by  the  holding  of  securities 
on  the  part  of  the  Bank.     In  addition  to  that,  it  seems  to 
me  to  be  in  violation  of  the  great  principle  of  the  rule  of 
1832,  which  was  that   of  leaving  the  Bank  to  be  acted 
upon,  and  not  acting  itself;  I  think  that,  as  far  as  it  can 
be  carried  out,  a  very  useful  principle,  with  reference  to 
the  Bank,  and  this  plan  of  holding  foreign  securities  seems 
to  me  to  be  of  directly  an  opposite  character. 

2849.  In  an  extreme  case,  such  as  took  place  in  1839, 
do  you  think  that  the  Bank  was  justified  in  the  course 
they  adopted,   of  obtaining  credit   upon   houses  at  Paris 
and  Hamburgh  upon  which  they  drew  bills,  selling  those 
bills  upon  the  English  Exchange  ? — I  think,  under    the 
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circumstances  of  the  year  1839,  the  Bank  was  fully 
warranted  in  that  course,  and  that  it  was  a  very  beneficial 
one ;  but  at  the  same  time  I  should  be  very  sorry  to  see 
the  managers  of  the  paper  circulation  of  the  country 
encouraged  to  look  to  that  as  a  constant  practice ;  I  had 
much  rather  that  the  safety  of  our  paper  circulation  was 
sought  from  its  legitimate  source,  proper  contraction,  at 
the  proper  time,  and  to  the  proper  extent,  than  that  we 
should  rely  upon  an  expedient  of  this  nature,  which  is 
only  a  last  resource  in  extreme  difficulty. 

2850.  Are    you    aware    whether    the    negotiating    of 
these  foreign  credits  occasioned  discredit  of  the  Bank  of 
England    upon    foreign    exchanges  ? — I    have    no    direct 
knowledge  of  my  own  upon  the  subject,  but  I  have  been 
given  to  understand,  by  those  who  ought  to  know  very 
well,  that  such  was  the  case. 

2851.  Did    the    discredit    into    which    the    Bank    of 
England    fell    from    that    cause,    produce    any  additional 
demand  for  gold? — I   have  always  heard    those  persons 
whose  business  it  is  to  deal  in  exchange  transactions,  and 
to  watch  the  condition  of  the  foreign  exchanges,  says  that 
the    state    in   which  the   Bank   was  in   1839,  led  to  the 
realization  on  the  Continent  of  Bills  upon  England  which 
are   usually   held  by  foreign  capitalists   there.     How  far 
that  arose  from  the  particular  circumstances  of  the  Bank 
obtaining  foreign   credits,  or  how   far  it  arose  from   the 
general  feeling  of  alarm  respecting  our  monetary  system, 
which  had  then  sprung  up,  I  cannot  say. 

2852.  Does  the   present    plan  on  which  the  country 
issuers    manage  their    circulation,  by  holding  negotiable 
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securities  in  London,  and  realizing  them  in  case  of  any 
run  upon  their  own  banks,  occasionally  produce  a  material 
effect  upon  the  money  market  in  London,  and  interfere 
with  the  ordinary  course  of  management  of  its  circulation 
by  the  Bank  of  England  ? — There  is  no  doubt  that  the 
wants  of  the  country  bankers  are  usually  supplied  by  their 
realizing  securities  in  London,  and  carrying  away  from 
the  London  market  the  bank  notes  and  cash  obtained  by 
that  process ;  that  drain  upon  the  London  market  may 
arise  for  the  purpose  of  supplying  the  demands  arising  out 
of  the  notes  of  country  bankers,  or  it  may  arise  out  of 
demands  from  their  regular  banking  business ;  it  is  not 
peculiar  to  their  notes,  it  is  common  to  all  their  wants. 

2853.  Under  a  system  of  metallic  circulation,  and  if 
the  banks  were  only  banks  of  deposit,    this  realizing  of 
securities  to  meet  any   discredit  into  which  those  banks 
might   fall,  would    occasion    similar    disturbances  in  the 
state  of  the  currency  in  London  ? — No  doubt  they  would; 
their  notes  are  only  one  additional  obligation  which  they 
are  under,  and  which  may  create  an  additional  demand  of 
the  same  kind. 

2854.  Is  this  the  rule  as   well  of  strong  as  of  weak 
banks,  to  hold  securities  to  meet  any   emergency? — No 
doubt,  rather  more  in  proportion   to  the  strength  of  the 
banks  than  to  their  weakness. 

2855.  Is  the  Bank  of  England  under  the  necessity  of 
holding   a  larger  reserve  than  it  otherwise  would  hold, 
from  its  obligation  to  meet  the  demands  of  all  the  issuing 
bodies? — Undoubtedly  the  duty  of  holding  all  the  bullion 
requisite    to    sustain   the    whole,  paper    currency    of  the 
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country    devolves,    according    to    the    present    system, 
exclusively  upon  the  Bank  of  England. 

2856.  Since,  in  case  of  a  rim  upon  a  country  bank, 
the  holders   of  the  notes  and  the  depositors  of  that  bank 
may  not  be  satisfied  with  payment  in  Bank  of  England 
notes,  but  may  request  to  have  gold,  is  it  not  necessary 
for  the  Bank  of  England  to  be  provided  with  a  large 
reserve  of  gold  to  meet  such  emergencies  ? — Certainly. 

2857.  Are  you  aware  of  the  power  given  by  Act  of 
Parliament  to  country  issuers  to  meet  the  demand  upon 
their  banks  by  Bank  of  England  notes  instead  of  gold? — 
lam. 

2858.  If  the  country  issuers  were  to  draw,  not  gold 
from  the  Bank,  but  Bank  of  England   notes  from  the 
London  money-market,  and  if  the  London  circulation  were 
by   this  operation   contracted,  would  not  the  momentary 
tendency   of  this   be    rather  to  improve  the   exchanges 
between  London  and  the  Continent,  and  thus  to  prevent 
the  efflux  of  bullion  from  this  country  ? — I  apprehend  that 
upon  principle  that  is  correct ;  you  suppose  an  abstraction 
from   the   London  market   of   a  certain   amount  of   its 
circulating  medium,  and  all  the  legitimate  consequences 
of  the  contraction    of    the    circulating   medium    in  that 
district  must  be  assumed  as  following. 

2859.  If  the  Bank  of  England,  in  order  to  meet  the 
occasional  demands  of  the  country  issuers  for  gold,    is 
obliged  to  keep  a  larger  reserve  of  gold,  does  not  this 
diminish    the     profits     of    the    Bank     of    England? — 
Undoubtedly. 

2860.  Do    you   think   the   profits   of   the  Bank   of 
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England,  considering  the  amount  of  its  capital,  are 
unreasonably  large? — No,  I  think  rather  unreasonably 
low. 

2861.  If  the  Bank  of  England  suffers  a  diminution  of 
its  profits,,   in  order  to  maintain  a  reserve   to  meet  the 
occasional  demands  of  the  issuing  bodies  in  the  country, 
do  not  you  think  that  the  issuing  bodies  ought  to  bear  a 
proportion  of  the  charge  which  is  thus  incurred  for  the 
purpose    of  insuring   convertibility?—!    apprehend,  cer- 
tainly,   that  the    charge  of    maintaining    the    necessary 
amount  of  bullion  to  sustain  the  paper  circulation  of  the 
country  ought   to    be   borne  in  a  fair  proportion  by    all 
parties  issuing  that  circulation. 

2862.  Do    you   think  at   present  the  country  issuers 
bear  a  fair  proportion  of  that  charge? — No,  they  bear  no 
proportion  at  all. 

2863.  Sir    Robert   Peel.~\  What    in    your  opinion  has 
been  the  effect  of  the  measure  of  1833,  which  permits  the 
country  banker   to  discharge   his  obligations  in  Bank  of 
England  paper  instead  of  gold  ? — I  cannot  say  that  I  have 
given  very  particular  attention  to  that  question,  but  my 
impression   would   be   that   there  have  been  no   material 
results  ensuing  from  that  measure  one  way  or  the  other. 

2864.  Has  it  not  diminished  the  inducement  of  the 
country  banks   to  keep  a  reserve  in  gold? — I  have  no 
means    of  speaking  upon    that  point    with    accuracy.     I 
apprehend  the  country  issuers  do  not  keep  a  large  amount 
of  gold  beyond  that  which  is  wanted  for  the  daily  purposes 
of  business ;  but  I  am  speaking  out  of  my  own  knowledge 
and  experience. 
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2865.  Supposing  the  coir  try  banker  were  under  the 
obligation   now,  which  he  was  under   five    or  six  years 
since,  of  discharging  any  note  presented  to  him  in   gold, 
would  not  every  country  banker  feel  it  to  be  absolutely 
necessary  for  the  purpose  of   maintaining  his  credit,  to 
keep  such    a    supply  of  gold   as    should   enable    him   to 
discharge    any  notes   that   were   presented  ? — I    have  no 
doubt   that   that  would   exist    to   some  extent ;    if    the 
question   is,   to  what  extent,  I  am  not  able  to  give  an 
opinion  that  is  worth  attending  to ;  but  I  apprehend  there 
can  be  no  doubt  that  the  principle  of  the  legal  tender 
clause  was,  to  enable  country  bankers  to  pay  their  notes 
in  the  paper  of  the  Bank  of  England,  instead  of  in  gold, 
with  a  view  of  enabling  the  whole  paper   system   of  the 
country  to  be  worked  with  a  smaller  amount  of  gold  than 
it  otherwise  would  be  worked  with. 

2866.  ChairmanJ]  Could  the  end  of  banks  of  issue  be 
attained  without  danger  to  convertibility,  by  a  free  com- 
petition among  the  issuing  banks,  accompanied  with  any 
of  those  checks  against  over-issue  which  you  have  recom- 
mended?    That  raises  of  course   the   whole  question  of 
competition    of  issues ;    my  own  view  of  the  matter  is, 
that  competition  is  a  principle  most  properly  applicable 
to  banking  business,  as  to  most  other  businesses ;  but  that 
it  is  not  a  principle  applicable  to  what  I  should  rather 
call    the   privilege  than   the  business  of  issue.     Issuing 
paper  I  always  consider  as  the  creation  of  money,  and 
that  is  a  duty   or  privilege  which  I  think  can  be  better 
exercised  for  the  benefit  of  the  community  by  one  body, 
acting  under  the  control  of  the  Legislature  or  Govern- 
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ment,  than  by  trusting  it  to  the  principle  of  competition. 
The  principle  upon  which  the  advantage  of  competition 
depends,  appears  to  me  to  be  this ;  that  its  tendency  in 
all  ordinary  cases,  is  to  secure  to  the  public  the  advan- 
tage of  the  greatest  quantity  of  the  article,  and  of  the 
best  quality,  at  the  cheapesf  price,  and  that  all  miscalcu- 
lations with  respect  to  supply  that  are  made  by  producers, 
fall  in  their  inconvenient  consequences  upon  the  pro- 
ducers, and  not  upon  the  public.  Now,  with  regard  to 
paper  money,  the  object  that  competition  secures  is  not 
that  in  securing  which  the  public  interest  is  most  con- 
cerned ;  it  is  not  the  greatest  quantity  at  the  cheapest 
price  which  we  require,  but  it  is  a  strict  regulation  of  the 
quantity  by  reference  to  a  certain  standard ;  and  again, 
any  miscalculations  in  the  proportion  of  the  actual  supply, 
to  that  which  ought  to  be  supplied,  fall  principally  and 
most  extensively  on  the  community  at  large,  (in  some 
degree,  undoubtedly,  upon  the  over-issuers,)  but  the  com- 
munity at  large  are  in  that  case  the  greatest  sufferers  by 
the  miscalculations  of  the  over-issuers.  Again,  this 
question  of  competition  at  once  lets  in  the  consideration 
which  I  adverted  to  in  my  examination  on  a  former 
day,  as  being  laid  down  in  the  pamphlet  in  defence  of 
joint  stock  banks  and  country  issues,  where  it  is  distinctly 
stated,  that  it  is  not  the  interest  of  each  separate  issuer 
to  conform  to  that  rule  which  the  interest  of  the  com- 
munity at  large  requires;  that  it  is,  in  fact,  his  interest 
to  violate  it.  Well,  then,  look  what  competition  is  in 
this  case;  competition  is  to  *  place  a  great  public  trust, 
for  such  the  issue  of  paper  money  really  is,  in  the  hands 


ON    BANKS   OF    ISSUE.  413 

of  a  body,  when,  by  its  own  statement,  it  appears  that 
it  is  the  interest  of  each  separate  individual  of  that  body 
to  violate  the  rule  upon  which  the  public  interest  requires 
they  should  act,  and  even  if  interest  does  not  lead  them 
to  violate  it,  they  state  that  it  is  impossible  for  them  to 
attend  to  that  rule.  I  believe  those  to  be  perfectly  cor- 
rect statements ;  and  they  appear  to  me  at  once  to  prove 
that  to  intrust  the  issuing  of  the  paper  money  of  the 
country  to  the  principle  of  competition,  is  to  intrust  it  to 
that  which  must  mismanage  the  paper  money,  and  must 
inflict  very  serious  consequences  upon  the  public  interest. 
[Mr.  Loyd  then  went  on  to  read  some  statements  illustrative 
of  his  view  of  the  question  from  a  Report  of  the  French 
Chamber  of  Deputies,  and  from  some  American  pamphlets 
and  letter s.~\ 

2867.  Would  a  frequent  exchange  of  notes  between 
issuing  banks  insure  their  preservation   on   a  par  with 
specie  ? — I  do  not  see  by  what  process  the  exchange  of 
notes  between  banks  is  to  accomplish  that  result ;  the 
utmost  that    can    be    attributed   to   exchange   of  notes 
between  banks  is,  that  it    shall   preserve  the  same  pro- 
portion between  the  issues    of   the    banks  which    exists 
between  the  business  of  the  banks  ;  but  the  banks  may 
all  simultaneously,  or  any  one  bank  may  extend  its  busi- 
ness, and  therefore  circulation,  improperly,  and  I  do  not 
see  that  an  exchange  of  notes  will  afford  any  security 
against  this  result. 

2868.  Will  a  large  paid-up  capital  ensure  converti- 
bility ? — No,  I  do  not  see  that  a  paid-up  capital  has  any 
reference  to  that. 
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2869.  Will  a  publicity  of  accounts  ensure  con- 
vertibility ? — No,  I  think  that  will  be  ineffectual  for  the 
purpose. 

2870  Will  the  giving  security  for  a  certain  propor- 
tion of  the  notes  issued  secure  convertibility  ? — I  think  all 
these  questions  are  best  answered  by  once  more  reverting 
to  the  great  principle,  that  nothing  will  secure  the 
permanent  convertibility  of  the  paper  currency  but  a 
constant  regulation  of  the  amount  of  that  paper  currency 
by  the  variations  of  the  bullion;  because,  without  that, 
the  paper  currency,  whatever  other  measures  you  may 
resort  to,  may  be  liable  to  permanent  depreciation. 

2871.  You  have  already  stated  that   a  large  reserve 
would    not    secure    convertibility  ;    would  the  unlimited 
responsibility    of  the    partners  insure  convertibility  ? — I 
think  I  had  better   answer  all   such   questions  generally, 
by  saying,  that,   in   my  judgment,  nothing  can  be  relied 
upon  for  the  preservation  of  convertibility  which  does  not 
involve    security    for   the   amount  of  paper    being   kept 
in   constant   conformity    with     the    fluctuations   of    the 
bullion. 

2872.  Do  you  concur  in  opinion  with  the  authors  from 
whose  works  you  have  mid,  in  those  passages  which  state 
that    the   predominant     power    of    some    central    issuer, 
charged  with   the   responsibility   of  maintaining  the  con- 
vertibility of  its  notes,  is   essential  to   the  security  and 
permanent  convertibility  of  the  paper  currency? — One  con- 
trolling power,   constantly   acting   upon  the  paper  issues 
of  the  country,  seems  to  me  to  be  quite  essential ;  but  I 
do  not  know  that  it  is  absolutely  necessary  that  that  con- 
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trolling  power  should  be  vested  in  one  of  the  issuers.  In 
explanation  of  that  answer,  I  had  better  state  at  once, 
that  it  seems  to  me,  that,  for  the  due  regulation  of  the 
paper  issues  of  the  country,  it  is  absolutely  necessary  that 
the  Legislature  or  the  Government  should  take  some 
efficient  measure  for  securing  to  the  public  an  equal 
degree  of  security  as  regards  each  of  those  paper  issues ; 
and,  secondly,  a  regulation  of  the  aggregate  amount  of 
those  paper  issues,  in  accordance  with  the  fluctuations  of 
the  bullion  :  those  points  seem  to  me  essential  for  the 
good  management  of  the  paper  circulation.  Whether 
those  two  points  can  be  secured,  consistently  with  a  per- 
fectly free  action  in  all  other  respects  between  the 
various  issuers  in  the  country,  giving  no  preference  to 
one  over  the  other,  but  leaving  all  to  act  with  perfect 
freedom  of  competition,  subject  only  to  the  general 
restraint  requisite  for  the  protection  of  public  interests, 
is  a  question  of  great  importance.  I  am  not  myself  pre- 
pared with  any  plan  which  shall  accomplish  those 
requisites,  but  certainly  I  have  never  seen  any  reason 
for  thinking  that  that  was  impracticable.  My  own  im- 
pression is,  that  if  these  objects  were  once  recognized 
as  objects  which  the  public  interests  require,  a  plan  to 
accomplish  them  probably  may  be  devised. 

2873.  If  a  single  issuing  body  were  adopted,  how  do 
you  think  that  body  ought  to  be  constituted  ? — I  am  not 
prepared  to  state  plans  in  detail ;  I  have  stated  generally 
the  objects  which  are  essential  in  the  management  of  a 
paper  circulation,  and  I  am  not  prepared  to  go  into 
details  as  to  plans. 
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2874.  If  there  were  a  single  issuing  body  constituted, 
do  you  see  any  objection  to  the  Bank  of  England  becom- 
ing a  bank  of  deposit  only,  and  being  the  Government 
banker  ? — No,  I  see  no  serious  objection  to  that. 

2875.  In  like  manner,  if  there  were  a  single  issuing 
body   constituted,   the    country    issuers   would    become 
merely  banks  of  deposits,  would  they  not  ? — They  would 
become  ordinary  bankers. 

2876.  Would   this    occasion   a   fresh   distribution   of 
loanable  capital,  and  be  calculated  to  deprive  certain  dis- 
tricts of  local  accommodation,  which  the  present  system 
now  gives  them  ?  — I  do  not  apprehend  that  it  would  make 
any  change  in  those  respects,  which,  looking  to  permanent 
results,  would  be  of  any  consequence  whatever.     I  think 
the  following  considerations  are  rather  important,  as  bear- 
ing upon  that  question;   supposing  the    whole    country 
circulation    was   annihilated,  the   proportion  which   that 
bears  to  the  whole  capital  of  the  country  is  the  proportion 
of  a  drop  in  the  ocean,  or  the  proportion  which  that  bears 
to  the  aggregate  amount  of  the  banking  transactions  of  a 
year,  is  something  of  the  same  kind ;  but  we  must   also 
remember,  that  it  is  not  a  question  of  the  annihilation  of 
the  country  circulation.     What  changes*  may  take  place 
in  the  substitution  of  one  currency  in  place   of  another 
is  a  different  question ;  but  there  is  no  doubt  that  what- 
ever alteration  you   make,  there  would  be  a  paper  cur- 
rency to  a  large  amount.  *  The  whole  question  at  issue  is 
merely  the   regulation  of  the  fluctuation  of  the  amount  of 
country  issues,  in  conformity  with  the  bullion,  or  not  in 
conformity  with  the  bullion.  Those  fluctuations,  according 
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to  the  returns,  appear  to  vary  perhaps  to  the  extent  of 
two  millions  and  a  half,  the  aggregate  country  circulation 
of  England  varying  from  something  under  10  millions  to 
something  over  12  millions.  Now,  the  only  difference 
it  could  make  to  the  community  at  large,  is  making  the 
oscillations  of  the  paper  currency  of  the  country  within 
those  limits  correspond  in  point  of  time  to  the  oscillations 
of  the  bullion,  instead  of,  as  they  now  do,  occurring  at 
periods  not  corresponding  with  the  oscillations  of  the 
bullion.  I  confess,  that  I  cannot  imagine  that  the 
effecting  of  that  object,  by  judicious  means,  could  affect 
any  district,  with  regard  to  the  application  of  the  capital 
of  the  country,  to  a  degree  which  could  involve  any 
serious  consequences. 

2877.  Assuming  that  there  were  to  be  but  one  issuing 
body,  should  you  think  it  most  expedient  that  that  body 
should  be  a  body  distinct  from  the  Bank  of  England,  or  a 
particular  department  of  the  Bank  of  England  set  apart 
for  that  purpose,  the  other  department  being  confined  to 
the  management  of  the  Bank  as  a  bank  of  deposit  ? — I 
should  myself  entertain  no  objection  whatever  to  seeing 
the  whole    paper  issue   of   the  country  intrusted  to  the 
Bank  of  England,  under  a  separation  of  departments,  but 
if  such  a  feeling  were  entertained  by  any  important  por- 
tion of  the  community,  I  do  not  see  any  objection,  on  the 
other  hand,  to  vesting  the  management  of  paper  issues  in 
a  commission  appointed  for  that  purpose. 

2878.  But  the  great  and  leading  objects  that  you  con- 
template could  be  obtained   by  separating  the  Bank  into 
two  departments,  one  of  which  would  be  a  bank  of  issue  ? 

2  £ 
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— A  separation  of  the  departments  of  the  Bank  I  consider 
to  be  in  fact  a  separation  of  the  two  businesses ;  they  may 
be  conducted  by  the  same  parties,  but  yet,  the  accounts 
being  perfectly  distinct,  it  is  in  effect  a  complete  separa- 
tion of  the  two. 

2879.  Could  the  department  of  issue  be  conducted,  in 
your  opinion,  successfully,  if  the  country  issuers  were  left 
upon  the  present  footing  ? — It  would  be  quite  impossible 
to  impose  upon  the  currency  department  of  the  Bank  of 
England  a  strict  adherence  to  the  principle,  whilst  the 
country  issuers  were  left  as  they  now  are.  In  the  first 
place,  the  principle  requires  that  the  aggregate  paper 
circulation  shall  vary  as  the  bullion ;  if  the  Bank  is  not 
intrusted  with  a  controlling  power  over  the  whole  paper 
circulation  of  the  country,  of  course  the  principle  cannot 
be  strictly  applied  to  her.  In  the  second  place,  to  control 
the  country  issuers  would  require  a  special  action  for  that 
purpose  on  the  part  of  the  Bank,  an  action  not  provided 
for  by  the  principle.  In  the  third  place,  whilst  you  are 
exposed  to  the  possibility  of  discredit  of  country  issues, 
whose  place  must  be  supplied  by  an  augmentation  of  the 
issues  of  the  Bank,  that  again  cannot  be  made  to  range 
in  accordance  with  the  principle.  Therefore,  if  a  separa- 
tion in  the  departments  of  the  Bank  of  England  took 
place,  without  any  direct  control  being  established  over 
the  country  issues,  of  course  you  must  give  to  the  Bank 
of  England,  in  her  currency  department,  a  discretionary 
power  of  suspending  her  obedience  to  principle,  when 
the  state  of  the  country  circulation  required  special 
interposition. 
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2880.  If  any   such  extensive  change  as  limiting  the 
issues  to  one  body  only  were  not  carried  into  effect,  what 
immediate    modifications  of   the  present  system  suggest 
themselves  to  you  which   would  materially  improve  the 
present  system  of  issues  ? — One  may  suggest  an  endless 
variety  of  measures,  approaching  more  or  less  towards 
the  application  of  a  sound   principle  ;    the  simplest  and 
easiest  step  that  you  could  take   would  be  to  require  a 
monthly  publication  of  the  actual  amount  of  their  issues, 
both  from  the  Bank  of  England  and  from  other  issuers, 
and  at  the  same  time  to  require  what  I  think  would  be 
very  useful,   an  annual  or  half-yearly  report   from   the 
Bank  of  England,  to  be  laid  before  the  Chancellor  of  the 
Exchequer,  for  the  purpose  of  being  submitted  to  Parlia- 
ment, of  the  state  in  which  the  Bank  then  stands  with 
regard  to  the  circulation,  and  the  nature  of  the  measures 
which  it  has  pursued  since  the  preceding  report. 

2881.  If  the  country  banks  were  left  still  banks  of 
issue,  do  you  think  that  it  would  be  desirable  that  they 
should  render  public,  not  only  the  amount  of  their  notes 
in  circulation,  but  make  the  same  returns  as  the  Bank  of 
England  is  required  to  make,  namely,  of  the  notes  in  cir- 
culation,   deposits,  securities  and  bullion  ? — I  am  always 
disposed  to  look  at  the  circulation  as  quite  separate  and 
distinct  from  banking  business ;  and  I  should  therefore, 
I  think,  be  inclined  to  require  only  a  statement  of  the 
amount  of  issues ;  and  if  I  thought  that  bullion  or  coin 
were  held  by  the  country  issuers  to  any  extent,  for  the 
purpose  of  influencing  the  circulation,  I  should  be  inclined 
to  require  that  ;  but  I  think  that  would  be  a  nominal 
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more  than  a  positive  return ;  I  do  not  see  the  necessity  of 
requiring  the  amount  of  deposits  or  other  heads  which 
belong  to  banking  business. 

2882.  Do  you  think  that  they  should  be  required  to 
publish  a  separate  account  of  their  issues,  and  of  their 
bullion   held  against  it  ? — T  think  the  country  is  entitled 
to  require  from  them,  and  ought  to  require  from  them, 
an  account  of  everything  that  relates  to  the  paper  issues. 

2883.  Do  you  believe  that  intelligent  merchants  and 
bankers  have  regard  to  the  exchanges  for  the  regulation 
of  their  own  mercantile  or    other  operations? — I   think 
that  they  have ;  perhaps,  not  to  the  full  extent  to  which 
it  would  be  desirable,  but  to  a  much  greater  extent  than 
they  used  to  have  regard  to  that  consideration  ;  I  think 
that  change  has  sprung  up  in  a  very  marked  manner  since 
the  publication  of  the  accounts  of  the  Bank  of  England 
in  the  year  1832.     Whenever  the  state  of  the  exchanges  is 
precarious,  the  operations  on  them  on  the  exchange  days 
become  a  matter  of  constant  conversation  among  the  more 
intelligent  classes  of  the  mercantile  and  trading  commu- 
nity, very  much  like  conversations  on  the  change  of  the 
weather  in  ordinary  society.     At  the  present  moment  the 
incomplete   state   of   the  bullion  in  the   Bank,  and   the 
uncertainty  of  the  coming  harvest,  give  rise  to  a  good 
deal  of  attention  to  the  subject  of  exchanges ;  scarcely  a 
day  passes  that  I  do  not  hear  many  persons  conversing  on 
that  topic. 

2884.  Would  they,  in  your  opinion,  do  so  to  a  much 
greater  extent,  if  the  actual  accounts  were  published  at 
short   intervals,   instead   of   average   accounts? — I   have 
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already  stated  that  I  think  the  actual  accounts  would  be 
more  desirable.  I  do  not  know  that  it  would  make  any 
great  difference  in  that  respect. 

2885.  If  it   showed  the   actual  state    of  the    Bank, 
would  not  greater  attention  be  paid  to  it? — The  more 
accurate  the  account,  and  the  more  it  gives  you  a  know- 
ledge of  the  state  of  things  at  the  very  moment,  the  more 
it  excites  your  interest  and  attention  to  it,  undoubtedly. 

2886.  Are  there  any  observations,  not  elicited  by  the 
previous  examination,  that  you  would   wish  to  offer  to 
the  Committee  ? — No  ;  all  my   views  upon  the   subject 
have  been  completely  explained  to  the  Committee. 


22nd  JULY,  1840. 

2887.  Mr.  Hector.']  Your  opinions  are  opposed  to 
the  present  free  system  of  issuing  cash  notes,  and  you 
have  quoted  Lord  Liverpool,  as  if  supporting  your  opi- 
nion ;  are  you  not  aware  that  this  free  system  was  advo- 
cated by  Lord  Liverpool  because  it  was  preferable  to 
one  issuing  body,  and  was  actually  established  by  his 
Government  in  1826,  with  the  concurrence  of  the  Bank  of 
England? — I  quoted  the  opinion  of  Lord  Liverpool,  as 
proving  his  judgment  that  mismanagement  by  the  country 
issuers  of  their  issues  had  been  a  material  cause  in  pro- 
ducing the  derangement  of  the  year  1825.  If  that  opinion 
on  the  part  of  Lord  Liverpool  is  inconsistent  with  any  other 
opinion  or  any  other  measure  which  may  have  emanated 
from  his  Lordship,  it  is  not  my  duty  to  reconcile  them  ; 
neither  does  it  devolve  upon  me  to  ascertain  or  to  admit 
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whether  there  be  any  such  inconsistencies  in  the  opinions 
and  measures  of  his  Lordship.  I  believe  the  opinion  of 
Lord  Liverpool,  which  I  have  quoted,  to  be  a  correct 
opinion,  and  to  be  founded  upon  a  just  view  of  the  causes 
which  produced  the  crisis  of  1825.  I  am  not  informed 
in  detail  what  were  the  ophiions  or  acts  of  his  Lordship 
upon  the  particular  point  stated  in  the  latter  part  of  the 
question. 

2888.  Are  you  aware  that  the  joint  stock  banks  were 
established  by   the  Government  in   1826,  with  the  con- 
currence of  the   Bank  of  England? — I  am   aware   that 
the  joint  stock  banks  were  established  in  1826,  by  the 
Government   of  that  day,  and  I  believe  with  a  concur- 
rence, though  perhaps   a    reluctant  concurrence,  on  the 
part  of  the  Bank  of  England.     The  object  of  that  measure 
I  always  understood  to  be,  to  increase  the  solidity  of  the 
country  banking  system,  with  a  view  of  preventing  that 
injury  to  the  public  interests  which  had  occurred  from  the 
very  extensive  insolvency  of  the  country  bankers  in  the 
preceding  year ;  but  I  never  understood,  nor  do  I  con- 
ceive,  that  that  measure  was  directed  to  the  object  of 
improving   the    system    by   which   the   amount,  not  the 
solvency,  of  the   paper  issues  of  the  country  was  to  be 
regulated. 

2889.  Mr.   Attwood.']    Do   you   consider  the  plan  of 
establishing  joint  stogk  banks,  which  originated  at  that 
time,  had  for  its  object  to  correct  the  very  evils  described 
by  Lord  Liverpool  in  that  speech  of  his  which  you  have 
quoted  ? — I  believe  that    the  joint   stock   bank   system 
was  established  for  the  purpose,  as  I  have  already  stated, 
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of  protecting  the  country  from  the  evils  of  insolvency  on 
the  part  of  the  issuers  of  paper  money ;  and  I  believe  that 
it  was  not  directed  to  any  further  purpose.  I  can  only 
add  that,  if  it  was  directed  to  the  further  purpose  of 
regulating  and  controlling  the  amount  of  the  paper  issues, 
it  was  a  measure  ill  calculated  to  produce  that  result,  and 

has  totally  failed  in  accomplishing  that  object. 

***** 

2904.  In  a  pamphlet  of  yours,  dated  in  March  last, 
being  the  second  letter  to  J.  B.  Smith,  Esq.,  in  page  15, 
there  are  these  expressions :  "  The  rule  of  keeping  a  fixed 
amount  of  securities,  it  is  true,  has  been  suggested  by 
the  Bank  herself  for  her  guidance ;  but  the  folly  has  con- 
sisted entirely  in  the  suggestion  of  such  a  rule  and  not  in 
the  departure  from  it."  Do  you  still  retain  that  opinion  ? 
— I  am  of  opinion  that  the  plan  of  keeping  a  fixed  amount 
of  securities,  as  a  means  by  which  to  regulate  a  banking 

concern,  is  an  erroneous  plan  and  cannot  be  acted  up  to. 

*  #  *  #  * 

2906.  Do  you  go  the  length  now  of  describing  that 
rule  in  the  same  terms  as  those  in  which  you  have 
described  it  in  the  passage  I  have  just  quoted? — With 
respect  to  the  terms,  I  really  do  not  think  that  I  can  be 
called  upon  to  give  a  particular  opinion  respecting  them  ; 
I  certainly  do  not  at  all  alter  the  substance  of  the  opinion 

contained  in  that  passage. 

***** 

2908.  Mr.  Hector, ,]  Was  it  not  the  opinion  of  Dr. 
Adam  Smith,  that  the  present  system  of  country  banking 
was  sound,  and  did  not  the  Reports  of  the  Bullion  Coin- 
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niittee  of  1810,  of  which  Mr.  Homer  was  chairman, 
pronounce  the  establishment  of  country  banks,  issuing 
convertible  paper,  a  most  valuable  and  essential  branch, 
and  one  of  the  greatest  practical  improvements  of  the 
political  and  domestic  economy  of  the  State  ? — I  submit 
to  the  Committee,  if  it  is  wished  to  bring  before  them 
the  opinion  of  Dr.  Adam  Smith,  or  the  statement  of  the 
Bullion  Committee  of  1810,  that  the  proper  course  of 
doing  so  is  to  lay  before  the  Committee  the  works  or 
documents  in  question,  and  not  to  obtain  that  evidence 
from  a  channel  which  must  necessarily  be  very  imperfect, 
namely,  any  statement,  on  my  part,  of  what  may  have 
been  written  and  published  by  them.  I  would  also  make 
a  further  remark,  that  opinions  given  upon  this  question 
so  far  back,  are  opinions  which  may,  on  many  points, 
though  given  by  authorities  at  that  time  of  the  highest 
character,  be  open  to  correction  by  subsequent  experience, 
and  the  advances  which  have  been  made  in  the  general 
knowledge  of  the  public  upon  these  subjects ;  and  that 
the  particular  nature  and  character  of  the  opinions  here 
alluded  to,  and  the  particular  grounds  upon  which  those 
opinions  rested,  can  be  best  discussed  by  the  Committee 
themselves,  with  the  documents  referred  to  put  before 
them. 

2909.  Mr.  Attwood.']  Do  you  not  think  that  the 
Report  of  the  Bullion  Committee  of  1810,  and  the  work 
of  Dr.  Adam  Smith,  upon  the  nature  of  banks  and  of 
money,  are  as  important  for  the  guidance  of  the  judgment 
of  this  Committee  as  those  pamphlets,  American  and 
French,  which  you  quoted  in  your  evidence  on  the  pre- 
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ceding  day's  examination? — I  certainly  think  that  the 
documents  alluded  to,  namely,  the  publication  by  Dr. 
Adam  Smith  and  the  Report  of  the  Bullion  Committee  of 
1810,  are  documents  enttiled  to  very  great  respect  on 
all  hands,  and,  so  far  as  the  weight  of  personal  authority 
is  concerned,  that  they  are  entitled  to  more  respect  than 
the  pamphlets  from  which  I  quoted  the  other  day ;  but, 
on  the  other  hand,  the  pamphlets  from  which  I  quoted 
are  written  at  a  subsequent  period,  and  therefore  by 
parties  possessing  advantages  for  forming  a  correct  judg- 
ment on  the  present  subject,  greater  than  were  possessed 
by  the  other  parties  alluded  to.  I  would  also  add,  that 
an  erroneous  opinion  is  sometimes  expressed  by  a  great 
authority,  and  that  a  very  sound  and  valuable  opinion 

sometimes  falls  from  persons  of  inferior  weight. 

*  *  *  *  * 

2920.  Are  you  aware  that  the  general  tenor  of  the 
authority  of  all  the  writers  of  eminence  in  Scotland, 
from  Adam  Smith  to  Walter  Scott,  is,  that  the  Scotch 
system  of  paper  money  has  been  eminently  conducive  to 
the  growth  of  the  wealth  and  prosperity  of  Scotland  ? — 
I  am  aware  that  there  has  existed  a  feeling  of  consider- 
able attachment  in  Scotland  to  its  paper  issues ;  but  I 
believe  that  that  feeling  is,  to  a  considerable  degree, 
attributable  to  a  confusion  of  views  respecting  the  rela- 
tive functions  and  effects  of  banking  and  of  issue.  The 
banks  in  Scotland,  as  banking  concerns,  are  admirably 
organized,  and  I  believe  eminently  beneficial  to  that 
country :  as  issuing  bodies,  I  think  the  same  praises  can- 
not be  bestowed  upon  them,  and  I  am  inclined  to  believe 
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that  the  Scotch  people  feeling  the  benefits  which  they 
have  derived  from  those  institutions,  as  banking  insti- 
tutions, have  hastily  attributed  a  large  proportion  of  those 
benefits  to  the  functions  of  issue,  which  they  ought  to 
have  attributed  to  their  functions  as  bankers. 

2921.  Is  it  understood,  "then,  that  it  is  to  the  func- 
tions of  issue  in  some  greater  or  less  degree,  that  the 
general  authority  of  Scotland  ascribes  the  advantages 
which  they  have  derived  from  their  banks  ? — How  far  it 
can  be  said  that  the  general  authority  of  Scotland  has 
ascribed  those  great  advantages  to  the  banking  system 
I  am  hardly  prepared  to  say;  certainly,  considerable 
feeling  has,  on  many  occasions,  been  manifested  in  favour 
of  that  system.  I  believe  that  feeling  has  had  reference 
to  the  banks  of  Scotland,  as  banking  bodies,  without 
sufficiently  referring  to  the  different  functions  of  creators 
of  money  and  dispensers  of  banking  accommodation ; 
and  that  the  community  have,  on  some  occasions,  appre- 
hended that  an  alteration  of  any  part  of  their  functions 
would  in  reality  be  a  destruction  of  the  whole  of  them ; 

an  opinion  which,  I  need  not  say,  I  think  erroneous. 
*  *  #  •#  # 

2928.  Your  principles  would  lead  to  the  establish- 
ment of  a  single  issuing  body  if  you  thought  the  country 
prepared  for  it ;  is  that  the  view  that  the  Committee  are 
to  understand  you  to  entertain? — In  endeavouring  to 
come  to  a  clear  understanding  of  a  difficult  and  compli- 
cated subject,  I  apprehend  that  the  true  course  always  is, 
first,  clearly  to  understand  and  ascertain  what  it  is  that 
principle,  in  its  pure  and  abstract  form,  requires ; 
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secondly,  having  formed  a  distinct  view  upon  that  point, 
then  to  consider  what  qualifications  a  regard  to  existing 
interests,  or  to  other  considerations  of  expediency,  may 
require  ;  and,  thirdly,  to  consider  how  far  the  principle 
on  the  one  hand,  and  the  considerations  of  expediency  on 
the  other  hand,  can  be  reconciled  with  each  other ;  or  if 
they  cannot  be  altogether  reconciled,  what  tolerably 
satisfactory  compromise  can  be  proposed. 

*  *  *  *  * 

2932.  Dr.  Adam  Smith  lays  down  the  following 
position  regarding  convertible  paper  money,  viz. : — 
"  Paper  money  consisting  of  bank  notes,  issued  by 
people  of  undoubted  credit,  payable  on  demand,  without 
any  condition,  and  in  fact  always  readily  paid  as  soon  as 
presented,  is  in  every  respect  equal  in  value  to  gold  and 
silver,  when  the  same  gold  and  silver  money  can  at  any 
time  be  had  for  it.  Whatever  is  either  bought  or  sold 
for  such  paper  must  necessarily  be  bought  and  sold  as 
cheap  as  it  could  have  been  for  gold  and  silver."  It  will 
follow  from  that  position  regarding  such  paper  money, 
that  it  cannot  exist  in  a  state  of  depreciation  on  account 
of  its  immediate  and  certain  convertibility  ;  will  you 
demonstrate  to  the  Committee  the  contrary  of  this 
position,  as  laid  down  in  your  answer  to  question  2751  ? — 
I  am  sure  the  Committee  will  feel  that,  in  answering  this 
question,  I  am  called  upon  to  go  into  a  discussion  which, 
if  I  am  to  answer  the  question  satisfactorily  to  my  own 
mind,  will  involve  me  in  a  long  essay ;  I  will,  however, 
put  it  as  briefly  as  I  possibly  can.  We  all  know  that  in 
the  investigation  of  any  scientific  subject,  as  the  human 
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mind  proceeds,  it  arrives  at  the  consideration  of  more  and 
more  minute  points  in  the  question  ;  that  truth  has  been 
exemplified  in  practice  in  a  very  striking  manner  in  the 
discussions  upon  the  subject  of  currency  and  of  the 
proper  means  of  regulating  paper  money.  The  first 
great  question  regarding  paper  money  was  the  means  of 
preserving  it  of  an  equal  value  with  metallic  money  ;  and 
the  first  great  step  taken  towards  that  object,  was  the  step 
taken  by  the  Bill  of  181 9,  a  step  and  a  measure  which  never 
can  be  spoken  of  in  terms  too  high,  namely,  the  declaring 
the  perpetual  and  constant  convertibility  of  the  notes  into 
coin.  The  constant  convertibility,  however,  was  only 
a  means  to  an  end;  the  end  to  be  obtained  was  this; 
the  constant  equality  of  value  between  the  paper  cur- 
rency and  the  coin ;  and  the  constant  equality  of  value 
was  even  only  a  means  to  another  end,  or,  rather,  the 
two  things  were  perhaps  to  be  considered  as  identical, 
viz.,  that  the  paper  money  should  perform,  neither  more 
nor  less,  the  same  functions  in  sustaining  credit,  uphold 
the  same  extent  of  transactions,  and  maintain  the  same 
range  of  prices  which  would  be  sustained  and  upheld  and 
maintained  at  each  given  time  if  the  currency  of  the 
country  were  metallic ;  that  is  the  real  meaning  and  the 
real  spirit  of  the  convertibility  of  notes.  To  that  point 
we  reached  in  the  year  1819.  Since  that  period,  a  close 
investigation  of  the  events  which  have  occurred  has  led 
observant  and  reflecting  minds  to  perceive,  that  the 
constant  right  of  converting  your  paper  into  gold  does 
not  secure  with  sufficient  efficiency  those  which  are  really 
the  ultimate  ends  and  objects  for  which  that  convertibility 
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was  established.  They  have  found,  or  conceived  that 
they  have  found,  evidence  that  an  extent  of  transactions 
and  a  range  of  prices  may  be  maintained  for  limited 
periods  under  a  convertible  paper  currency,  which  would 
not  be  maintained  if  that  currency  was  really  a  metallic 
currency ;  and  that,  to  obviate  that  evil,  a  further  regu- 
lation is  necessary,  which  shall  be  sufficient  to  preserve 
the  notes  at  all  times  precisely  at  that  amount  which  the 
metallic  currency  would  be,  and  that,  consequently,  a 
depreciation  in  a  certain  sense  of  the  word,  of  a  tempo- 
rary nature,  may  take  place  and  be  compatible  with 
convertibility.  This  is  a  result  to  which  intelligent 
persons  have  arrived,  not  only  in  this  country,  but  also 
in  the  other  country  to  which  our  attention  has  been 
directed,  viz.,  the  United  States.  I  do  not  think  it  is 
possible  to  quote,  at  the  present  moment,  any  authority 
upon  questions  of  currency  more  justly  deserving  of 
attention  than  that  of  the  American  senator,  Mr.  Web- 
ster. I  hold  in  my  hand  his  speech  upon  the  Sub- 
Treasury  Bill  delivered  on  the  12th  of  March,  1838;  I 
will  read  one  sentence  of  it  as  strikingly  bearing  upon 
this  point  :  "  I  say,  sir,  a  convertible  paper  currency ; 
for  I  lay  it  down  as  an  unquestionable  truth,  that  no 
paper  can  be  made  equal  and  kept  equal  to  gold  and 
silver,  but  such  as  is  convertible  into  gold  and  silver  on 
demand;  but  I  have  gone  further,  and  still  go  further 
than  this,  and  I  contend  that  even  convertibility,  though 
itself  indispensable,  is  not  a  certain  and  unfailing  ground 
of  reliance.  There  is  a  liability  to  excessive  issues  of 
paper,  even  while  paper  is  convertible  at  will ;  of  this 
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there  can  be  no  doubt.  Where  then  shall  a  regulator  be 
found  ?  what  principle  of  prevention  may  we  rely  on ! " 
I  do  not  know  that  I  need  read  on,  but  it  goes  on  to  the 

further  topic  of  the  remedy  and  prevention. 

*  #  *  *  * 

2953.  Sir  Robt.  Peel]   Do  not  you  think  that  the  cir- 
culation since  1819,  consisting  partly  of  gold  and  partly 
of  paper  convertible  into  gold,  has  kept  the  whole  mass 
of  circulation  much    more    steady    in  its    value    than  it 
would  have  been  if  the  paper   had  not  been  convertible 
into  gold  ? — I  have  no  doubt  whatever  that  the  establish- 
ing of  convertibility  in   1819,  has  tended  to  keep    the 
fluctuations  of  the  amount,  and  therefore  of  the  value,  of 
the  currency  of  the  country  within  narrower  limits  than 
they  would  have  been  kept   within  if  there  had  been  no 
such  Act  in  existence. 

2954.  Do  you  see  any  reason  to  doubt  that,  upon  the 
whole,  whatever  may  have  been  the  variation  in  prices, 
the  value  of  the  currency  of  this  country  has  been  tolerably 
steady  since  1819  ?— The  value  of  the  currency,  as  regards 
the  question  now  put,  is  liable   to  be  affected  by  two 
circumstances ;  first,  by  the  alteration  in  the  value  of  gold 
itself;  that  is  common  to  all  suppositions,  and  therefore 
I  do  not  advert  to  it ;   secondly,  by   the   variations   there 
have  been  in  the   value  of  the  currency  of  the  country 
since  1819,  in  consequence  of  its  deviating  from   what 
would  be  the  value  of  a  metallic  currency  ;    and  what 
these  variations  have  been,  I  apprehend,  is  a  question  to 
be  solved,  by  examining  the  fluctuations  in  the  aggregate 
circulation  of  the  country,  and  comparing  those  with  the 
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fluctuations  in  the  bullion.  Wherever  I  find  that  the 
aggregate  circulation  of  the  country  lias  not  conformed  to 
the  fluctuations  of  the  bullion.  I  then  infer,  that  the 
aggregate  circulation  has  deviated  in  its  value  from  the 
metallic  circulation,  to  the  extent  indicated  by  the 
deviation  in  the  amount. 

2955.  Supposing   the  currency  of  this,  or  any  other 
country,  were  purely   metallic,   would  it  be  possible  to 
take  any  precaution  against  very  great  fluctuations  in  the 
prices  of  articles? — Quite  impossible;  and  were  it  pos- 
sible, it  would  be  extremely  pernicious  to  attempt  it. 

2956.  Variations   occurring  in  the  prices  of  articles, 
as  measured  in  currency,  would  be  no  necessary  impeach- 
ment of  the  system  of  currency  ? — None  whatever. 

2957.  Is  it  not  possible  that  in  France,  which  has  a 
currency  more  purely  metallic  than  this  country,  there  may 
be  great  variations  in  the  prices  of  articles  ? — Certainly. 

2958.  In  the  case  of  all  articles,  the  supply  of  which 
cannot  be  regulated  by  the  discretion  of  those  who  are 
concerned  in   producing  their  production  ;    for  instance, 
in  the  case   of  all  such  articles  as  cotton,  or  tobacco,  or 
corn,    the  amount   of  which   depends   upon   seasons  and 
physical  causes,  must  we  not  expect,  at  times,  the  occur- 
rence of  great  variations  in  price  ? — Certainly  ;  nothing 
seems  to  me  to  be  more  absurd  than  to  attribute  all,  or 
a  large  portion  of  the  fluctuations  in  prices  which  take 
place  in  this  country,  to  a  derangement  of  the  circulating 
medium  of  the  country.     I  have  no  doubt,  that  in  such 
a  highly   enterprising  and  accumulative  country,  having 
such  extensive  commercial  relations,  great  fluctuations  of 
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prices  will  take  place  at  various  times,  under  any  system 
of  circulation  that  could  possibly  be  established. 

2959.  Supposing  it  should  appear  that,  during  three 
years,  when  the  paper  of  the  country  was  inconvertible, 
there  were  less  fluctuations  in  the  prices  of  articles  than 
there  have  been  since  paper  has  been  convertible,  you 
would   not   consider   that   circumstance    as  the  slightest 
proof  in  favour  of  inconvertible  paper  currency  ? — Cer- 
tainly not. 

2960.  The  prices   of  articles   might  have  been  alto- 
gether  affected  by  other  causes  than  the  value  of  cur- 
rency ;  no  inference  could  be  drawn  from  those  variations 
of  prices  ? — None  whatever ;  I  apprehend  the  principle  is 
quite  distinct  and  clear ;  the  common  sense  of  mankind 
has   taken  the  precious  metals  as   the  best   standard   of 
value,   though  not  a  perfect  one,  which  they  could  find  ; 
and  when  countries  proceed,  from  other  considerations,  to 
use  paper  instead  of  using  the  precious  metals,  they  have 
nothing  to  do  beyond  the  simple  fact,  of  seeing  that  that 
paper    constantly   corresponds   in   amount    to    what  the 
amount  of  the  precious  metals  would  have  been.     If  that 
is  not  done,  the  consequences  arising  from  omitting  to  do 
it  are  justly  chargeable  to  the  legislature  or  government 
which  neglects  its  duty;    but  if  that  duty  be  performed, 
all  fluctuations  of  prices   which  take  place,  are  entirely 
the   operation  of  natural  causes,  and  are  only  to  be  met 
by  a  free  circulation  of  the  capital  of  the  country,  and  by 
the  exercise  of  individual  discretion. 

2961.  Supposing    it  should    be    true,   that,    since  the 
year   1819,   there   have  been  greater  variations  in  prices 
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than  in  former  periods,  do  you  think  that  evil  would  have 
been  at  all  diminished,  supposing  every  person  had  been 
allowed  to  issue  notes  without  the  liability  to  pay  them 
in  coin  ? — No,  not  at  all  diminished ;  I  have  no  doubt 
whatever  that  any  process  of  that  kind  would  most 
materially  have  aggravated  whatever  evils  or  inconve- 
niences may  be  supposed  to  have  taken  place.  Natural 
circumstances  tend  to  create  considerable  disturbance  in 
prices,  but  if,  in  addition  to  these  circumstances,  there  be 
at  the  same  time  an  absence  of  the  due  regulation  of  the 
paper  currency  in  which  those  transactions  are  adjusted, 
the  want  of  that  due  regulation  will  intensify  the  evil, 
and  intensify  it  very  seriously. 

2962.  The    Act   of    1819,  which    made  paper  issues 
convertible  into  gold,  must,  if  it  had  any  effect  upon  the 
prices  of  articles,  have  had  a  tendency  rather  to  correct 
fluctuations  of  price  than  to  increase  them? — I  have  no 
doubt  whatever,  that  the  Act  of  1819,  to  whatever  extent 
it  has  been  carried  out,  has  tended  to  cut  off  that  portion 
of  the  fluctuations  of  prices  which  is  attributable  to  an 
unnatural   state  of  currency,  and  to  leave  us  subject  only 
to   those   fluctuations   of  prices   which  arise  out  of  the 
existing  condition  of  this  country,  as  regards  the  extent 
both  of  its  capital  and  of  its  commercial  relations. 

2963.  When   you   advise   that   there   should    be  one 
bank  of  issue,  you  give  that  advice  for  the  purpose  of 
taking  additional   securities   against   fluctuations   in  the 
value  of  paper  currency  ? — Certainly. 

2964.  You  think  that  competition  has  a  tendency  to 
cause    variations   in    the    value   of  paper   currency,  and 

2  P 
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prevent  its  conformity  with  the  gold  that  it  represents  ? 
— Yes. 

2965.  Therefore,  the  object  you  are  principally  aim- 
ing at,  in   recommending  a  single  bank  of   issue,  is  to 
insure  steadiness  in  the  value  of  that  mixed  currency  in 
which  the  value  of  other  articles  is  measured  ? — x\.  steadi- 
ness equal  to  that  of  metallic  money. 

2966.  Approaching,  as  far  as  possible,  to  that  state  of 
things  in   which  the  circulation  would  only  vary  in  value 
on  account  of  variations  in  the  production  of  the  precious 
metals  ? — Variations  in   the  production    of   the    precious 
metals    themselves,   and    variations  in  the  circumstances 
which    distribute    them    in    certain    portions   to  different 
countries. 

2967.  Do   not  you   think   that  experience  has  shown 
us,  with  respect  to  currency,  several  facts  to  which  Dr. 
Adam    Smith  and  the  earlier  writers  did  not  advert ;  for 
instance,    the   tendency   of  a   small   note   circulation    to 
answer  the  purpose  of  gold,  and  therefore  to  exclude  gold 
from  circulation  ? — Yes ;  if  I   might  give  an  illustration, 
I  should  say,  that  to  quote  the  authority  of  Dr.  Adam 
Smith  now,  as  conclusive  against  the  opinions  which  are 
formed  upon  events  and  facts  which  have  come  to  light 
since  his  time,  is  really  the  same  thing  as  if  you  were  to 
quote  the  authority  of  Tycho  Brahe  or  Copernicus  against 
the  discoveries  which  have  been  made  in  astronomy  at  the 
present  day,  by  persons  inferior  to  them  in  ability  and 
inferior  to  them  in  authority  under  equal  circumstances, 
but  far  advanced  in  knowledge  beyond  what  they  were. 

2968.  Suppose  that  in  1819  we  had  adopted,  as  some 
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proposed,  a  different  standard  from  that  which  was 
adopted:  that,  for  instance,  we  had  made  31.  17s.  Wd. 
pass  nominally  for  5/.,  paper  being  still  convertible  into 
gold  at  that  standard  ;  would  that  alteration  have  made 
any  difference  whatever  in  the  fluctuations  of  prices ; 
would  it  not  have  left  prices  to  fluctuate  precisely 
as  they  do  now  ? — It  would  have  made  no  difference 
whatever  in  the  fluctuations  of  prices ;  whatever  you 
had  taken  for  your  standard,  at  that  time,  would 
have  produced  a  difference  at  the  time  of  adjusting 
things  to  that  new  standard ;  but  when  once  they 
had  been  so  adjusted  to  that  new  standard,  all  the  dif- 
ficulties now  urged  against  the  present  system  would 
have  existed  under  the  new  system,  and  would  pro- 
bably have  been  aggravated  by  a  constant  feeling  of 
uncertainty  and  a  consequent  want  of  firmness  of  pur- 
pose arising  out  of  a  disastrous  and  fatal  hope  of  a  further 
alteration  of  the  standard.  I  believe  the  Bill  of  1819  to 
have  been  founded  upon  the  wisest  principles  of  justice 
and  policy  ;  I  believe  nothing  can  be  more  fallacious  than 
the  grounds  upon  which  it  is  attempted  to  disturb  the 
foundations  upon  which  that  Bill  was  established;  and  I 
believe  that  nothing  can  be  more  dangerous  and  destruc- 
tive to  the  stable  prosperity  of  this  country,  than  to  shake 
the  public  mind  upon  that  subject. 

2969.  Mr.  Attwood.~\  You  have  stated  that  the  ten- 
dency of  the  Act  of  1819  was  to  correct  variations  in 
prices;  but  in  spite  of  that  tendency,  has  any  material 
improvement  in  the  variations  of  prices  taken  place 
since  that  period  ? — I  stated  that  the  tendency  of  the  Act 
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of  1819  was  to  correct  any  variations  in  prices  which 
might  arise  directly  from  the  mismanagement  of  the  paper 
circulation  of  the  country  ;  and  I  believe  that  that  Act 
has,  to  a  considerable  extent,  accomplished  that  result ; 
and  that,  to  whatever  extent  it  has  failed  to  accomplish 
that  result,  that  has  been  because  the  letter,  more  than 
the  spirit  of  that  Act  has  been  adhered  to  ;  that  is  to  say, 
we  have  relied  upon  convertibility  only,  without  paying 
sufficient  attention  to  the  secondary  point,  namely,  the 
maintenance  at  every  moment  of  paper  money  equal  in 
amount  to  what  the  metallic  money  would  be. 

2970.  The  question  is  entirely  as  to  the  fact ;  has  the 
country  been  better  protected  against  extensive  variations 
in  prices  since  the  Act  of  1819  than  it  formerly  was? — I 
really  am  extremely  sorry  to  trouble  the  Committee  with 
a  repetition  of  distinctions  which  have  been  drawn  over 
and  over  again  ;  I   cannot   answer  that  question  without 
going  into  the  distinction   between  that  class  of  fluctua- 
tions in  prices  which  is  connected  with  mismanagement 
of  the  circulation,  and  that  which  is  connected  with  the 
general  monetary   and  commercial  state  of  the  country. 
The  Act  of  1819  has  nothing  whatever  to  do  with  the 
latter ;  it  deals  with  the  former ;   it  has  dealt  with  the 
former,  in  my  judgment,  successfully,  but  not  with  perfect 
success,  because  the  letter  and  not  the  spirit  of  the  Act 
has  been  enforced. 

2971.  Will  you  confine  yourself  to  the  question,  as 
to  the  fact  of  the  fluctuations  of  prices,  without  embarrass- 
ing yourself  with  the  question  how  they  have  arisen,  and 
say   whether  against  any  excessive  fluctuations  of  prices 
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however  originating,  the  country  has  possessed  any 
greater  security,  in  effect,  since  the  Act  of  1819  than  it 
experienced  before? — Excessive  fluctuations  in  prices,  I 
apprehend,  mean  fluctuations  in  prices  which  ought  not 
to  take  place. 

2972.  It   does   not   mean  that;    it   means  excessive 
fluctuations  from  high  to  low,  and    from  low    to  high, 
leaving  out  of  the  question  whether  they  ought  or  ought 
not   to    take  place? — Again  I  am  asked  about  facts  of 
which  I  have  no  knowledge  beyond  that  which  the  ques- 
tioner has,  and  beyond  that  which  every  member  of  the 
Committee  has.     I   can  only   state  what  I   have   stated 
before,  that  fluctuations  of  prices  have  taken  place  since 
1819,   and  that   fluctuations   of  prices   had   taken  place 
previously  to   1819;    I  have  before  stated  that  I  do  not 
see,  between  the  comparative  fluctuations  of  prices  before 
and  after  1819,  any  clear  and  marked  distinctions;    and  I 
have  before  stated  that  which  I  must  always  introduce 
into  my  answers  to  questions  of  this  nature,  namely,  that 
that  portion  of  the  fluctuations  of  prices  which  arises  from 
the  mismanagement  of  the  circulation,  has  been  corrected 
by  the  Bill  of  1819   to  a  great  degree,  and    would  have 
been  completely   corrected,  if  the  spirit  instead    of  the 
letter  had  been  acted  up  to. 

2973.  Chairman.~\    Since    variations    in  prices    arise 
from  two  causes,  partly  from  variations  in  the  currency, 
and  partly  from   variations  in  commodities;    and    since 
those  two  independent  variations  may  run,  sometimes  in 
accordance  with,  and  sometimes  counter  to,  one  another ; 
will  not  the  difference  between  the  extremes,  when  both 
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variations  conspire  together,  necessarily  be  greater  than 
where  one  variation  only  is  to  be  taken  into  account  ? — 
There  can  be  no  doubt  whatever  of  the  accuracy  of  the 
doctrine  propounded  in  the  question.  The  fluctuation  in 
prices  may  at  one  time  be  the  sum  of  the  two  fluctuations  ; 
at  another  time  it  may  be  their  difference. 

2974-5.  Mr.  Hector."]  You  state  that  the  country 
issuer  should  regulate  his  issues  by  the  stock  of  bullion  in 
the  Bank  of  England ;  do  you  not  think  that  it  would  be 
a  safer  and  better  rule  for  him  to  regulate  his  issues  by 
the  amount  of  his  own  resources,  rather  than  by  the 
resources  of  another  establishment? — There  seems  to  me, 
in  that  question,  to  be  what  I  should  call  a  very  strange 
confusion  of  ideas,  if  it  was  not  the  fact,  that  it  is  a 
confusion  we  continually  meet  with.  In  the  first  place,  I 
have  recommended,  that  the  aggregate  paper  circulation  of 
the  country  should  conform  in  its  amount  to  the  bullion  : 
in  the  next  place  the  questioner  asks,  "  whether  it  is  not 
better  that  the  country  banker  should  regulate  his  issues 
with  reference  to  his  own  resources,  rather  than  to  the 
resources  of  another  establishment  ?"  I  have  made  no 
allusion  whatever  to  regulating  the  issues  of  the  country 
banker  by  reference  to  the  resources  of  the  Bank  of 
England  ;  I  have  made  allusion  to  their  regulating  their 
circulation  by  .reference  to  the  bullion  in  the  Bank  of 
England,  a  thing  totally  different  from  its  resources.  The 
Bank  of  England  may  be  a  body  having  very  enormous 
resources,  or  it  may  be  a  body  having  very  deficient 
resources ;  upon  either  supposition,  the  regulation  of  the 
paper  currency  has  reference  to  the  store  of  bullion,  and 
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not  to  the  resources  of  the  Bank  :  and  for  this  clear 
reason,  that  if  you  once  make  the  resources  of  the  Bank 
the  ground  upon  which  to  regulate  the  issues,  that  is  a 
principle  which  goes,  in  reality,  to  the  extent  of  making 
the  property  of  the  country  a  measure  of  the  amount  of 
the  circulation.  Now,  the  amount  of  the  precious  metals 
assigned  to  any  given  country  is  not  equal  in  amount  to 
the  property  of  the  country,  nor  do  the  variations  in  the 
amount  of  the  precious  metals  correspond  to  the  variations 
in  the  amount  of  property  ;  and  consequently  any  plan 
for  the  regulation  of  paper  issues,  which  depends  upon 
the  principle  of  making  the  amount  of  the  issues  cor- 
respond to  the  extent  of  the  resources,  or  of  the  property 
of  the  issuers,  must  lead  to  the  most  erroneous  results. 

2976.  Have  you  any  reason  for  thinking  that  the 
country  issuers  have  felt  any  scarcity  of  gold  for  the 
support  of  their  local  circulation,  during  the  year  1839, 
so  that  they  have  not,  in  point  of  fact,  always  had 
resources  by  them  sufficient  for  their  business? — This 
question  again  seems  to  me  only  to  prove  the  prevalence 
of  a  most  erroneous  view  of  the  principle  upon  which  the 
paper  circulation  of  the  country  is  to  be  regulated.  The 
question  assumes,  that  the  only  duty  incumbent  on  the 
country  issuer,  is  that  of  providing  the  gold  requisite  for 
the  wants  of  this  business  ;  whereas,  the  real  duty,  incum- 
bent upon  the  aggregate  body  of  the  paper  issuers  of  the 
country,  is  to  provide  that  gold  which  is  requisite  to  meet 
the  demands  of  the  foreign  exchange.  According  to  the 
present  system,  that  duty  falls  exclusively  upon  the  Bank 
of  England ;  consequently,  upon  the  body  which  issues 
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about  one-half  of  the  paper  money  of  the  country,  is 
devolved  the  duty  of  finding  all  the  gold  really  requisite 
for  maintaining  its  equality  of  value  with  the  exchanges 
of  other  countries;  and  the  evil  consequences  of  this 
arrangement  seem  to  me  to  be  clearly  indicated  in  the 
very  nature  of  this  question ;  because  it  is  clear  from  the 
tone  of  the  question  that  the  party  putting  it  conceives 
that  he  has  no  connexion  whatever  with  the  duty  of 
keeping  the  aggregate  paper  circulation  at  that  amount 
which  would  prevent  the  export  of  gold,  but  that  his 
duty  is  sufficiently  discharged,  if  he  has  in  his  till  gold 
sufficient  to  meet  his  banking  business;  and  that,  of 
course,  he  can  most  easily  have  at  any  time,  because  a 
few  hours'  delay  enables  him  to  convert  all  his  securities 
into  gold,  at  the  expense  of  the  Bank  of  England. 

2977.  On  whatever  principle  the  question  proceeds, 
will  you  be  so  good  as  to  answer  it  ?  [  The  question  was 
read.']  — I  have  no  knowledge  whatever  upon  that  point, 
and  no  means  of  forming  an  opinion  one  way  or  the  other. 
During  that  period,  the  Bank  of  England  was  the  pro- 
vider of  gold  for  the  general  wants  of  the  circulation,  and 
she  was  very  insufficiently  provided ;  and  I  think  it  is  a 
matter  of  clear  proof  that  that  difficulty  arose  from  the 
undue  amount  of  paper  issues  at  that  time,  both  on  her 

own  part  and  on  the  part  of  the  country  issuers. 

#  *  *  *  * 

2982.  With  reference  to  your  opinion,  that  the  local 
circulation  of  the  country  should  conform  to  the  stock  of 
bullion  in  the  Bank  of  England,  do  you  mean  to  say,  as 
an  example,  that  the  exportation  of  bullion,  arising  from 
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the  sale  of  foreign  securities,  should  diminish  the  local 
circulation  of  the  agricultural  county  of  Norfolk  ? — 
Perhaps  the  best  mode  of  answering  the  question  is  by 
making  as  short  a  statement  as  I  possibly  can  of  my 
general  view  of  the  principles  upon  which  a  paper  cur- 
rency ought  to  be  regulated.  I  conceive  that  the  whole 
paper  currency  of  the  country  should  conform  in  its 
fluctuations  to  the  fluctuations  of  the  bullion ;  and  when 
I  see  that  paper  currency  divided  into  two  great  classes, 
I  very  naturally  assume,  in  general  reasoning,  that  each 
of  those  classes  should  conform  rateably  to  the  duty  that 
falls  upon  the  aggregate ;  but  when  the  division  is  carried 
further  into  minute  points,  it  certainly  does  not  neces- 
sarily follow  that,  because  the  aggregate  paper  circulation 
of  the  country  requires  a  reduction,  in  consequence  of 
the  export  of  bullion,  that,  therefore,  a  pro  rata  reduction 
must  take  place  in  any  given  point.  It  is  undoubtedly 
perfectly  possible  that  even  an  increase  might  take  place 
at  that  particular  moment,  at  that  particular  point ;  that 
is  quite  unascertainable  under  our  present  system ;  and 
if  I  wanted  to  find  more  grounds  of  objection  to  the 
present  system  than  have  been  already  adverted  to,  I 
should  take  that  as  one  of  them.  It  is  impossible  to  say, 
under  our  present  system,  when  a  reduction  of  the  aggre- 
gate paper  circulation  is  required  by  an  export  of  gold, 
whether  an  increase  of  paper  circulation  in  a  particular 
town  by  a  bank  existing  in  that  particular  town,  is,  or  is 
not,  a  proper  increase.  There  are  no  means  of  positively 
ascertaining  that  point ;  all  that  can  be  said  is,  that  an 
efflux  of  gold  requires  a  reduction  in  the  aggregate  paper 
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circulation  of  the  country,  and  in  the  absence  of  any 
specific  proof  at  the  time,  with  reference  to  any  particular 
place,  it  is  necessarily  assumed  that  that  reduction  ought 
to  be  rateable  in  its  proportion. 

*  -x-  *  *  * 

3000.  Mr.  Hector.']  Do  the   country  issues   act  pre- 
judicially to  the  affairs  of  the  Bank  of  England  ;   and  if 
they  do,  in  what  way  ? — The  only  point  in  which  I  allude 
to  the  effects  of  the  country  issues,  is  in  their  effects  upon 
the  state  of  the  bullion,  and  of  course,  therefore,  in  the 
effects  they  may    have    in    counteracting    any   measures 
resorted  to  by  the  Bank,  or  any  other  measures  that  may 
arise  out  of  the  public  action  for  the  purpose  of  protecting 
bullion,  when  it   is  under  the  operation  of  a  drain ;  the 
question,  therefore,   is,  in  what  way  the  country  issues 
tend  to  produce  that  effect ;  and  in  explanation  of  that 
point  of  the   question,  I  have  already  read  a  paragraph 
from  the  letter  in  question,  which   seems  to  me  to  be  a 
simple  and  satisfactory  answer. 

3001.  Have    you    any    knowledge    concerning    the 
country    circulation,    but    what    you    collect    from    the 
printed   returns? — My  reasonings  respecting  the  effects 
of  the  country  circulation  on  the  general  management  of 
the  circulation  of  the  country  are  certainly  founded  upon 
the  printed  returns  which  are  laid  before  Parliament  for 
that  purpose,  and  from  no  other  source. 

3002.  You  object  to  the  management  by  the  country 
banks   of  their  issues,  upon  the  sole  ground  of  the  fluc- 
tuations in  those  issues,  as  stated  in  the  printed  returns, 
not  being  in   conformity  with   the  fluctuations  as  shown 
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by  the  printed  returns  in  the  issues  of  the  Bank  of 
England ;  have  you  any  knowledge  of  the  actual  cir- 
cumstances which  occasioned  those  fluctuations? — I 
simply  object  to  those  fluctuations,  upon  the  ground  that 
they  do  not  correspond  in  any  way  with  the  fluctuations 
in  the  bullion;  and  therefore  they  are  not  those  fluc- 
tuations which  we  have  a  right  to  infer  would  take  place 
with  a  metallic  currency  ;  I  have  no  further  knowledge 
respecting  them. 

3003.  Have  you  any  thing  to  urge  against  the  conduct 
and  condition  of  private  country  banks  since  the  year 
1825  ? — I  know  of  nothing  to  urge  against  the  conduct  or 
condition  of  the  private  country  banks  at  any  period 
whatever;  I  believe  that,  as  country  banks,  they  are 
highly  respectable  institutions,  and  that,  as  a  system, 
they  are  highly  useful  and  beneficial  to  the  community, 
and  that  the  character  of  the  individuals  who  administer 
them  is  that  which  is  highly  creditable  to  the  country ; 
my  objections  are  entirely  objections  of  a  philosophical 
nature,  resting  upon  the  discussion  of  philosophical  prin- 
ciples ;  namely,  that  the  paper  circulation  of  this  country, 
as  at  present  administered,  is  upon  a  system  which  must 
necessarily  lead  to  fluctuations  in  its  amount,  not  accord- 
ant with  that  principle  by  which  the  fluctuations  ought 
to  be  regulated. 


23rd  JULY,  1840. 

3006.   Chairman.~\    Is  there  any    explanation   of  the 
evidence   you  gave  yesterday,  or  the  previous  day,  that 
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you  wish  to  make  ? — There  was  one  question  put  to  me 
nearly  at  the  close  of  my  evidence  yesterday,  the  purport 
of  which  was  this,  "In  what  way  have  the  country 
issuers  acted  injuriously  to  the  affairs  of  the  Bank  of 
England  ? "  In  confirmation  and  support  of  the  answer  I 
gave  to  that  question,  I  am*  anxious  to  draw  the  attention 
of  the  Committee  to  the  evidence  of  Mr.  Tooke,  in  1832, 
in  answer  to  the  queries  3906-7-8 ;  the  questions  and 
answers  are  these,  "  Supposing  you  to  be  correct  in  your 
opinion,  what  power  does  the  Bank  of  England  possess 
so  to  control  the  issues  of  country  bankers'  paper,  as  to 
prevent  country  banks  from  doing  what  they  did  in  the 
years  1824  and  1825,  namely,  at  a  period  of  great  over- 
trading, increasing  their  issues  to  the  great  amount  which 
they  did  at  those  periods  ? — I  conceive  that  the  Bank  of 
England  has  a  very  imperfect  power  of  controlling  the 
country  circulation,  and  that  is  the  ground  oil  which  I 
stated,  that  were  it  not  for  great  difficulties  of  detail,  I 
should  prefer  the  circulation  for  the  country  emanating 
from  the  same  source  as  that  for  the  metropolis.  There 
can  be  no  doubt  that  the  Bank,  under  particular  cir- 
cumstances, is  liable  to  a  very  great  and  sudden  drain,  in 
consequence  of  the  misconduct  of  the  administrators  of 
the  country  circulation."  "  If  the  country  banks  issue 
their  paper  without  reference  to  the  state  of  foreign 
exchanges,  and  in  proportion  to  the  demand  upon  them 
for  it  for  good  bills,  and  so  forth,  is  it  not  in  the  power 
of  the  country  banks  to  create  a  redundant  currency, 
though  the  Bank  of  England  may,  as  far  as  it  is  con- 
cerned, do  nothing  towards  that  end  ? — For  intervals  of 
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some  length  that  may  be  the  case."  "  In  our~pfesent 
system  of  banking,  are  we  not  exposed  to  all  the  evils 
that  necessarily  follow  a  state  of  redundant  currency,  a 
fall  of  exchange,  a  fall  of  prices,  a  panic  and  drains  upon 
the  Bank  of  England  ? — As  long  as  we  have  paper  money 
issues,  as  a  great  part  of  our  circulating  medium,  I  do 
not  see  how  that  evil  can  be  altogether  avoided ;  as  I  said 
before,  if  the  Bank  of  England,  or  a  Government  bank, 
was  the  sole  source  of  issue,  that  inconvenience  might  not 
arise ;  but  the  competition  of  banking  necessarily  gives 
rise  to  that  risk,  and  I  do  not  see  how  that  can  be 
avoided,  unless  possibly  that  joint  stock  banks  were  to  be 
substituted  for  the  present  system,  and  they  were  likewise 
subject  to  the  condition  of  publishing  their  accounts  ; 
that  might  be  some  check ;  but  at  the  same  time  I  am 
not  prepared  at  present  to  give  a  confident  opinion  about 
the  details  of  the  country  circulation  ;  because,  excepting 
the  manner  in  which  it  has  contributed  to  the  derange- 
ment of  the  circulation  generally,  I  am  not  sufficiently 
acquainted  with  the  details  of  the  mode  in  which  the 
country  banks  manage  their  circulation."  I  would  only 
wish  to  add  that  I  have  no  sort  of  charge  or  complaint  to 
make  against  the  country  bankers,  as  far  as  banking  is 
concerned ;  in  that  respect  I  believe  them  to  be  useful 
institutions,  and  I  give  them,  what  I  believe  they  deserve, 
every  possible  praise ;  it  is  only  to  the  principle  upon  which 

they  state  that  they  manage  their  paper  issues,  that  I  object. 

***** 

3024.    Chairman.']   According  to  correct  principles,  if 
the  whole  issues  of  the  country  were  under  that  sort  of 
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regulation  which  you  would  recommend,  the  exportation 
of  six  millions  of  gold  from  this  country  would  be  attended 
by  the  cancelling  only  of  six  millions  of  notes  in  the 
aggregate  ? — Undoubtedly. 

3025.  Partly  consisting  of  Bank  of  England    issues, 
and  partly  of  other  descriptions  of  issues? — Upon    the 
principle   which  I   contend  for,    I  apprehend  that   when 
an  export  of  gold  took  place  from  the  country,  there 
would  be  a  cancelling  of  paper  notes  to  an  equal  amount, 
and  that  the   effect  of  that  contraction  of  paper  money 
would  distribute  itself,  by  natural  circumstances,  over  the 
country,  in  a  legitimate  manner. 

3026.  Mr.  Hector.']  Does  not  the  principal  circulation 
of  Lancashire  consist  of  bills  of  exchange  ? — As  I  contend 
that  bills  of  exchange  do  not  form  a  part  of  the  circu- 
lation, of  course  I  am  bound,  in  answer  to  that  question, 
to  say  no. 

3027.  Is  there  not  a  large  quantity  of  bills  of  exchange 
in    circulation   in    Lancashire? — Undoubtedly,  wherever 
a  large  mass  of  mercantile    or   trading  transactions  are 
taking  place,  there  will  exist  a  large  amount  of  bills  of 
exchange;   and  that  is  the  case,  to  a   great   extent,  in 
Lancashire. 

3028.  Do  not  the  bills  exceed,  to  an  immense  amount, 
the  issue  of  notes  payable  on  demand  in  Lancashire  ? — 
Undoubtedly  they  do,  to  a  great  amount. 

3029.  Does  not  the  amount  of  bills,  drawn  by  your 
house  in  Manchester  upon  your  London  house,  together 
with  the  bills  drawn   upon   you   by  your   customers,  and 
endorsed  by  the  Manchester  bank,  greatly  exceed  all  the 
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Bank  of  England  notes  circulated  in  that  town  ? — Cer- 
tainly not,  nor  anything  approaching  to  it. 

3030.  What  proportion  do  you  think  the  bills  drawn 
and  endorsed  by  your  Manchester  house  bear  to  the  note 
circulation   of    that   town? — I    really    cannot    form     the 
slightest  estimate  as  to  the  proportion. 

3031.  Do  you  pay  away  bills  of  exchange  which  you 
have   received  from  your  customers  in  Manchester,  with 
your  endorsement,  in  the  way  of  business  ? — We  do  not 
at  present. 

3032.  Have  you  so  done  ? — We  have. 

3033.  Within  what  period  ? — I  cannot  answer  that ; 
I  cannot  state  the  period  at  all. 

3034.  Do  not  those  bills,  drawn  and  endorsed  by  your 
house,  payable  at  various  dates,  form  an  important  part 
of  the  general  currency  of  Manchester  and  the  leading 
towns  ? — I  must  again  state  that  that  question,  if  it  means 
any  thing  more   than  has  already    been  stated,  at  once 
raises  again  the  question  of  the  principles  of  currency. 

3035.  The  following  opinion  was   expressed  by  Mr. 
Lewis    Loyd    before   the    Committee    of    the   House    of 
Lords  in    1826,  on  the  circulation  of  promissory  notes 
under  the  value  of  51.   in  Scotland  and  Ireland :  "  Before 
those  provincial  notes  were  introduced,  what  proportion, 
in  your  estimation,  did  the  bills  of  exchange  bear  to  the 
gold  and  Bank  of  England  notes  in  circulation  throughout 
Lancashire  ? — It  is  difficult  to  answer  that  question  with 
any  accuracy  ;     I   should  say  that  they  were  at  least  nine 
parts  out   of  ten;    nine  parts  bills  of  exchange,  and  the 
tenth  part  gold  and  Bank  of  England  notes ;  I  am  inclined 
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to  think  the  bills  of  exchange  bore  a  still  greater  pro- 
portion," Do  you  agree  in  that  opinion  of  Mr.  Lewis 
Loyd? — The  statement  quoted  refers  I  believe  to  the 
state  of  things  preceding  the  year  1819  ;  I  am  not  com- 
petent to  say  how  far  it  was  a  correct  or  incorrect  account 
of  the  state  of  things  at  that  time ;  but  it  is  a  statement 
which  has  no  reference  whatever  to  the  state  of  things  at 

present. 

***** 

3037.  In  point  of  fact,  do  not  bills  of  exchange  circu- 
late, in  all  respects,  as  money,  in  Manchester  in  mer- 
cantile transactions? — I  must  again  say,  that,  according 
to  my  judgment,  bills  of  exchange  do  not  circulate  as 
money ;  I  consider  that  their  nature,  their  character,  their 
functions,  the  circumstances  in  which  they  originate,  and 
the  effects  which  they  produce,  are  totally  different  from 
those  of  money. 

3038.  Are  they  not  made  use  of  for  all  purposes  of 
mercantile  transactions,  as  representatives   of  money  ? — 
Perhaps  the  best    way  of  answering  that  question  is  at 
once  to  enter  upon  the  question  of  the  principle  of  the 
distinction  between  bills  of  exchange  and  money ;   I  have 
already  touched   upon  that  subject  as  shortly  as  I  could, 
knowing  how  much   the  Committee    had    been   wearied 
with  the  discussion  previously ;    but  if  it  is  the  wish  of 
the  Committee  to  discuss  that  subject  more  at  length,  of 
course,  painful  as  these  examinations  are  to  me,  I  must 
go  into  it  again. 

3039.  Do  you  think  the  internal  trade  of  the  country 
should  be  regulated    and    maintained   by  as   steady  and 
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equable  prices  as  possible  ? — The  idea  of  regulating  the 
trade  of  the  country  by  equable  prices,  if  I  might  say  so 
with  proper  deference  to  the  Committee,  seems  to  me  to 
be  nonsense. 

3040.  Do  you   think  the   wages  of  agriculture  and 
manufactures  should  be  as  little  disturbed  as  possible  by 
fluctuations   of  prices? — I    apprehend   that   fluctuations 
of  prices  must  be  attended  with  some  inconveniences ;  but 
I  am  quite  confident  that  any  attempt  to  regulate  the 
range  of  prices  by  artificial  interferences  would  produce 
inconveniences  infinitely  greater. 

3041.  When  the  Bank  of  England  acts  upon  currency 
to  restore  the  exchanges,  is  the  object   supposed  to  be 
accomplished  by  a  reduction  in  the  prices  of  exportable 
commodities? — When  the  exchanges  are  in  an  uufavour- 
ble  state,  I  apprehend,  that  is  evidence  that  the  relation 
of  the  money  of  the  country  to  the  commodities  of  the 
country  is  such  that  it  is  more  profitable  to  export  money 
than  to  export  commodities,  and  the  action  on  the  part  of 
the  managers  of  the  circulation  ought  to  be,  and  I  presume 
is,   directed   to   restoring  such  a  relative  state   between 
money  and  commodities  as  shall  render  it  the  interest  of 
the  community  at  large  to  export  such  a  quantity  of  com- 
modities as  shall  prevent  a  further  export  of  money. 

3042.  If  there  was  but  one  bank  of  issue,  would  not 
its  contractions  act  upon  prices  generally  ? — Contraction 
by  one  bank  of  issue  will  be  calculated  to  raise  the  value 
of  the  money  of  the  country. 

*  *  *  *  * 

3072.  Mr.  Attwood.~\   Can  you  say  it  what  manner  the 
2  G 
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laws  which  regulate  the  distribution  of  the  precious  metals 
operate  differently  in  this  country  upon  the  amount  of  cash 
paper  payable  on  demand,  from  the  manner  in  which  they 
operate  upon  bills  of  exchange  not  payable  on  demand  ? — 
The  difference  consists  in  this ;  paper  notes  payable  on 
demand  ought  to  fluctuate"  precisely  in  correspondence 
with  the  bullion,  and  therefore  the  laws  which  distribute 
the  precious  metals  to  the  different  countries  of  the  world 
determine  directly  and  exclusively  the  amount  of  the 
paper  notes.  Bills  of  exchange  are  liable  to  fluctuate 
with  every  fluctuation  of  price  in  one  or  more  commo- 
dities, with  every  change  in  the  activity  of  commercial 
affairs,  with  the  increase  or  decrease  of  credit,  and  other 
circumstances.  Consequently  the  laws  which  distribute 
the  precious  metals,  and  determine  directly  the  amount 
of  the  paper  notes,  have  only  a  limited  and  indirect 
influence  over  the  amount  of  bills  of  exchange. 

3073.  Those  circumstances  have  operated  upon  paper 
money  payable    on  demand,   as   it   has  been   previously 
issued   in  this    country  ? — They    have,   in   some  degree, 
certainly. 

3074.  Would  it  not  be  necessary,  then,    to   have   a 
control  over  the  amount  of  bills  of  exchange  equal  to  that 
which  you  consider  to  be  necessary  over  the  amount  of 
paper  money  payable  on  demand? — I   am  decidedly  of 
opinion  that  it  would  not  be  necessary,  nor  that  it   would 
be  right.     I  look  upon  bills   of  exchange    as    a  form  of 
banking  transactions,  and  I  look  upon  all  banking  trans- 
actions as  various  forms  of  credit.     Now,  I  conceive  that 
to  put  a  direct  restraint  upon  any  of  the  forms  of  credit 
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would  be  contrary  to  sound  principle.  I  apprehend  the 
sound  principle  to  be,  that  you  put  a  correct  restraint, 
founded  on  principle,  upon  the  paper  money  of  the 
country ;  and  that  being  strictly  and  correctly  regulated, 
all  transactions,  all  forms  of  credit,  all  the  superstructure 
that  is  raised  upon  that  paper  money  will  then  be  kept 
within  their  legitimate  bounds. 

3075.  Do  the  laws  which  regulate  the  distribution  of 
the  precious  metals  in  every  country,  determine  as  much, 
other  things  remaining  unchanged,  the  amount  of  bills  of 
exchange  circulating  in  any  particular  country,  as  they 
determine  the  amount  of  cash  paper  payable  on  demand, 
circulating  in  that  country  ? — No,  certainly  they  do  not ; 
the  laws  which  distribute  the  precious  metals  among  the 
different  countries  of  the  world,  determine  absolutely  and 
exclusively  the  amount  of  paper  notes,  always  supposing 
a  proper  regulation  of  them  ;  but  there  are  a  vast  variety 
of  circumstances  that  have  their  share  in  determining  the 
amount  or  the  number  of  bills  of  exchange,  and  which 
ought  to  have  no  influence  upon  the  amount  of  paper  notes. 

3076.  Do  not  the  laws  which  regulate  the  amount  of 
precious  metals  in  this  country,  ultimately  determine  the 
amount  of  paper  money  payable  on  demand,  circulated  in 
this  country,  under  the  system  which   has  been  hitherto 
adopted  ? — I  apprehend  that  that  was  the  very  principle 
of  establishing  the  convertibility  of  the  paper  notes,  that 
the  laws,  which  distribute  the  precious  metals  throughout 
the  world,  should,  in   assigning  a  certain  quantity  of  the 
precious  metals  to  this  country,  ultimately  determine  the 
amount  of  paper  money  of  this  country  ;  and  I  apprehend 

2G2 
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that  the  question  upon  which  this  Committee  is  now 
sitting,  and  to  which  its  inquiry  has  been  directed,  is,  the 
question  of  the  extent  and  effects  of  temporary  deviations 
of  the  amount  of  the  paper  money  from  that  which  would 
be  its  amount  were  it  strictly  regulated  by  the  amount  of 
the  precious  metals ;  that  the  paper  money  has,  in  the 
main,  conformed  to  the  amount  of  the  precious  metals,  is 
true ;  otherwise  its  convertibility  would  long  since  have 
been  gone  ;  but  the  question  is,  whether  it  has  been 
subject  to  temporary  deviations  from  that  conformity,  of 
a  nature  so  menacing,  and  so  seriously  endangering  con- 
vertibility, as  to  call  upon  the  country  to  take  the  best 
means  of  obviating  that  danger  for  the  future. 

3077.  You  have  spoken  of  the  system  of  paper  money 
in  this  country  being  conducted  with  many  deviations 
from  sound  principles  ;  can  this  country,  or  can  any 
country,  by  means  of  those  deviations,  prevent  the  amount 
of  its  paper  money  payable  on  demand  from  being  per- 
manently governed  by  the  laws  which  distribute  to  that 
country  its  proper  proportion  of  the  precious  metals  ? — 
So  long  as  the  paper  notes  really  are  paid  on  demand,  of 
course  they  must  conform  to  that  amount  which  the  laws, 
regulating  the  precious  metals,  assign  to  that  country  ; 
but  the  question  really  before  us  is  this ;  under  the 
existing  system  the  deviations  from  the  state  requisite 
to  be  maintained  for  the  certain  preservation  of  conver- 
tibility have  been  such,  that  reflecting  persons,  and  indeed 
the  whole  community,  have  been  seriously  apprehensive 
that  payment  in  gold  on  demand  would  cease  ;  and  there- 
fore we  are  now  dealing,  not  with  an  evil  (hat  has  actually 
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occurred,  but  with  a  danger  of  the  occurrence  of  that  evil 
which  has  been  of  the  most  imminent  and  alarming  kind. 

3078.  Then,  must  not  the  amount  of  bills  of  exchange 
be  permanently  determined  by  the  same  laws,  other 
things  remaining  unchanged  ? — I  have  many  difficulties 
in  answering  these  questions,  and  one  difficulty  arises 
from  not  being  sure  that  we  always  carry  with  us  the 
full  consequences  of  the  assumption  contained  in  the 
words  ie  other  things  remaining  unchanged ;"  I  can  only 
re-state  what  I  have  before  stated,  namely,  that  a  certain 
law  distributes  the  precious  metals  of  the  world,  in  certain 
proportions,  to  the  different  countries  of  the  world,  and 
that  it  is  the  business  of  a  well-regulated  paper-money 
system,  to  see  that  the  paper-money  is  in  amount  equal 
to  what  the  precious  metals,  according  to  that  law,  would 
be.  When  we  come  to  the  question  of  bills  of  exchange, 
there  are  a  variety  of  other  circumstances  which  affect  the 
amount  of  them.  Under  the  supposed  regulation  of 
paper  money,  there  will,  undoubtedly,  be  fluctuations 
in  prices,  fluctuations  in  the  state  of  speculation,  stag- 
nation or  activity  in  the  commercial  affairs  of  the  country ; 
all  of  which  circumstances  will  produce  their  effects  upon 
the  amount  and  number  of  bills  of  exchange,  and  ought 
not  to  produce  the  same  effects  upon  the  paper  circulation. 
***** 

3082.  Does  it  follow  that,  when  you  exclude  bills  of 
exchange  from  your  definition  of  the  word  "  circulation," 
you  refer  to  the  money  of  this  country  as  conducted 
according  to  a  new  system,  and  not  as  conducted  accord- 
ing to  the  system  under  which  it  has  been  hitherto  con- 
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ducted? — When  I  give  a  definition  of  "currency/'  of 
course  it  is  of  currency  in  the  abstract ;  it  is  that  which 
currency  ought  to  be ;  that  definition,  properly  laid  down 
and  properly  applied,  will  include  paper  notes  payable  on 
demand,  and  it  will  exclude  bills  of  exchange ;  and  I 
really  do  not  understand  the  reasoning  process  of  a  mind 
that  would  endeavour  to  upset  so  clear  and  simple  a 
principle  of  reasoning,  by  saying  that  the  paper  notes,  as 
they  have  been  managed  in  this  country,  have  not  con- 
formed strictly  to  the  proper  laws  of  management,  and 
therefore  that  they  no  longer  come  under  the  definition  ; 
the  definition  is  a  definition  founded  upon  the  abstract 
propriety  of  the  case ;  the  notes,  under  the  existing 
system  of  managing  the  paper  circulation  in  this  country, 
approach  to  that  definition ;  but,  from  mismanagement, 
they  do  not  perfectly  and  completely  conform  to  it. 

3083.  Do  you  then  mean  to  say  that  the  reason  which 
you  have   given   in  answer   to   question   2663,   for  not 
including  bills  of  exchange  in  the  circulation,  is  a  well- 
founded  reason  ? — I  do ;  I  think  the  distinction  which  I 
have  drawn  between  bills  of   exchange  and  circulation, 
and  which  I  have  drawn  upon  principle,  remains  wholly 
unshaken  by  the  course  of  my  examination. 

3084.  The  question   refers  to  the  answer  which  has 
been   given  to  question   2663,   which  is,  that  they  are 
excluded  from  the  circulation,  for  this  reason  among  other 
reasons,  because  the  amount  of  them  is  not  determined 
by  the  laws  which  determine  the  amount  of  the  precious 
metals  in  each  country  ? — I  think  that  is  a  distinguishing 
circumstance. 
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3085.  Mr.  Ellice.']  Assuming  the  currency  to  be  esta- 
blished upon  the  principle  which  you  have  stated  to  be 
the  only  safe  one,  that  of  regulating  the  fluctuations  of 
paper  by  the  fluctuations  in  the  amount  of  bullion,  what 
deposit  of  bullion  in   proportion  to  the  issue  of  paper, 
either  in  one  bank  of  issue,  or  in  the  several  Banks  of 
England,   Scotland  and  Ireland,  to   which  the   issue  of 
paper  might  be  committed,  would  you  consider  sufficient 
to   insure     permanent    convertibility  ? — Of  course,    the 
amount  of  bullion  which  would  be  requisite  to  preserve 
the  power  of  paying  in  specie  at  all  times  and  under  all 
circumstances,  under  a  proper  management  of  the  paper 
circulation,  must  be  a  matter  to  be  ascertained  by  expe- 
rience, and  which  cannot  be  determined  by  principle.     At 
present  we  are  so  wide  from  the  application  of  the  strict 
principle  of  management  assumed,  that   I   do  not  think 
our  experience  is  sufficient  to  enable  us  to   answer  the 
question  with  any  degree  of  confidence ;  all  that  can  be 
said  is,  that  you  must  begin  that  system  with  a  sufficient 
reserve  of  bullion ;  and  I  should  have  no  hesitation  what- 
ever in   saying,   that   whatever  reserve  of  bullion  has 
under  the  existing  system  been  found  to  be  sufficient, 
would  be  found  to  be  amply  sufficient  under  the   new 
system  proposed ;  and  I  should  fully  anticipate  that  our 
experience    would    soon    justify    us    in    reducing   that 
amount. 

3086.  What  has  that  sufficient  amount  of  bullion  in 
your  opinion  been  at  any  one  time,  proportionately  to  the 
whole  issue  of  paper  money  in  Great  Britain  ? — I  should 
say  that  if  you  took  it  at  one-third,  at  a  period  of  full 
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currency,  you  would  have  a  very  ample  amount  of 
bullion ;  but  I  am  speaking  rather  loosely  upon  the 
point. 

3087.  Has  that  proportion  of  bullion  to   the  whole 
issues  ever   been   in   deposit  in  the   Bank  of  England, 
or,  as  far  as  your  information  goes,  in  the  several  Banks 
of  England,  Scotland  and  Ireland,  which  have  been  in 
the  habit  of  issuing  paper  money  since  the  passing  of  Mr. 
Peel's  Bill  in  1819? — I  should  imagine  that  there  have 
been  periods  in  which  bullion  has  been  in  the  hands  of  the 
Bank   of  England,  equal  to  one-third  of  the  aggregate 
paper  circulation  of  the  country. 

3088.  That  has  been  a  very  rare  exception  to  the 
general   rule,    since    the   passing   of  Mr.  Peel's  Bill,  in 
1819? — That  has  not  been  commonly  the  case,  certainly; 
nor  do  I  contemplate  that  it  should  be  the  case,  except  at 
a  period  of  full  currency. 

3089.  Assuming  the  stock  of  bullion  now  in  the  Bank 
to  be  four  millions ;  and  that  in  deposits,  in  the  country 
banks,  to  be  two  millions ;  and  assuming  the  paper  of  the 
Bank  of  England  to  be  18  millions;  that  of  the  English 
country  banks,  12  millions;  that  of  the  Scotch,  four  mil- 
lions ;    and   that  of  the    Irish,  six    millions ;    being   an 
aggregate  amount  of  paper  of  40  millions ;   must  there 
not  be  either  a  large  additional  stock  of  bullion,  or  a  large 
reduction  of  paper,  to  restore  the  proportions  of  both  to 
the  relative    amount  at   which  they   ought  to   continue, 
with  a  view  to  insure  the  permanent   convertibility  of 
paper,  and    the    efficient   accomplishment  of  the    object 
intended  to  be  provided  for  by  the  Bill  of  1819  ? — I  must 
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appeal  to  the  common  sense  of  every  member  of  the  Com- 
mittee, whether  these  are  not  questions,  which  in  fairness 
to  a  witness,  and  still  more  for  the  elucidation  of  the 
truth,  should  be  given  to  him  in  writing,  before  he  is 
called  upon  to  answer  them ;  but  at  the  same  time,  if  the 
purport  and  drift  of  the  question  is  merely  to  ascertain 
whether,  in  my  judgment,  the  provisions  of  the  Bill  of 
1819,  and  the  real  spirit  of  it,  can  be  maintained  in  this 
country,  without  a  degree  of  pressure  which  the  country 
is  unable  or  unfit  to  bear,  I  have  no  hesitation  in  giving 
my  opinion  upon  that  point;  because  it  is  an  opinion 
that  is  not  unconsidered.  The  meaning  of  the  Bill  of 
1819,  I  apprehend  to  have  been  this;  that  the  transac- 
tions of  the  country,  the  whole  superstructure  of  credit, 
of  speculation,  and  of  prices,  should  be  placed  in  that 
state  in  which  they  would  have  been  if  we  had  reverted 
to  a  metallic  currency ;  and  that  they  should,  from  that 
time  forth,  be  kept  in  that  state.  I  believe  that  we  have 
approached  very  closely  to  that  state;  so  closely,  that 
there  would  have  been  no  further  pressure  upon  the 
country  required,  to  have  kept  ourselves  continually  in 
that  state.  I  believe,  the  pressure  upon  the  country  has 
been  increased,  in  consequence  of  our  not  adhering 
strictly  to  the  spirit  of  that  Bill ;  and  I  would  follow  that 
observation  out  through  the  various  periods  to  which  I 
have  already  alluded  in  my  examination.  I  would  take 
the  paper  that  is  now  in  my  hand,  beginning  at  the  com- 
mencement of  the  year  1834.  At  that  time,  the  bullion 
in  the  Bank  of  England  exceeded  10  millions,  the  Bank 
circulation  was  18  millions,  the  country  circulation  was 
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10  millions;  the  aggregate  circulation  therefore  was 
28,000,OOOZ.  ;  I  believe  that  if  we  had  started  from  that 
period  with  a  firm  determination  to  adhere  to  principle,  in 
spite  of  all  the  cavils  that  ingenious  logic  could  raise 
against  it,  and  had  said,  "  We  have  the  Bill  of  1819  to 
carry  out  in  its  true  spirit,  and  that  we  must  do,  by  always 
keeping  the  paper  circulation  precisely  at  that  which 
would  have  been  its  amount  had  it  been  a  metallic 
circulation,"  that  we  might  have  proceeded  from  that 
point  without  difficulty  and  without  embarrassment ;  I 
mean  without  more  difficulty  and  embarrassment  than 
will  periodically  recur  in  a  country  so  highly  commercial 
and  enterprising  as  England  is.  I  think  that  fact  may  be 
substantiated  to  any  candid  observing  mind,  by  tracing 
the  progress  of  these  tables ;  1834  and  1835  were  a  period 
of  ease  in  the  trading  and  mercantile  world ;  they  were  a 
period,  during  which  mischief  was  gradually  growing  up, 
that  is  to  say,  prices  and  speculation  were  increasing ;  and 
during  that  period  we  allowed  the  paper  circulation  to 
continue  at  this  high  amount,  though  the  amount  of 
bullion  had  begun  to  diminish.  If  we  had  then  begun  to 
contract,  instead  of,  as  we  did,  to  expand  the  aggregate 
paper  circulation  of  the  country,  I  believe  that  the  inten- 
sity of  the  pressure  which  ultimately  occurred  would  have 
been  greatly  diminished,  it  would  have  been  a  pressure 
that  would  have  produced  no  serious  mischief  to  any  class, 
and  the  application  of  the  principle  which  we  are  dis- 
cussing would  have  prevented  the  really  hard  and  severe 
pressure  that  occurred  some  eighteen  months  or  two 
years  afterwards.  The  frequent  occurrence  of  severe 
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commercial  pressure  is  no  proof  of  any  inherent  and 
unavoidable  difficulty  in  carrying  out  the  Bill  of  1819; 
it  is  more  properly  to  be  attributed  to  that  mismanage- 
ment of  our  paper  circulation  which  allows  it  to  deviate 
from  what  would  be  the  course  of  a  metallic  currency. 
Thus,  in  consequence  of  the  non-application  of  that  early 
corrective  which  a  strict  enforcement  of  the  spirit  of  the 
Bill  of  1819  would  ensure,  speculation,  which  will  occur 
from  a  thousand  causes,  is  permitted  to  run  to  an  unna- 
tural height,  and  terminates,  of  course,  in  a  corresponding 
convulsion.  If  we  look  to  the  condition  of  things  at  the 
periods  to  which  the  restraint  would  be  applied,  if  it  was 
applied  in  the  first  stage  of  the  drain,  we  invariably  find 
that  it  was  a  condition  of  things,  which,  according  to  all 
human  estimate,  would  have  borne  restraint,  and  have 
borne  it  in  a  manner  not  productive  of  any  serious  evils 
to  the  community,  but  rather  of  advantage.  I  think  it  is 
a  very  fallacious  view  of  the  great  catastrophes  that  have 
occasionally  happened  at  the  termination  of  a  heavy  drain, 
which  considers  them  as  periods  and  conditions  of  things 
which  we  must  necessarily  go  through  upon  our  present  prin- 
ciple of  specie  payments.  I  believe  they  are  consequences 
brought  upon  us  because  we  want  the  manliness  and 
courage  to  meet  the  first  difficulty,  to  submit  to  the  first 
sacrifice;  and  the  consequence  is,  that,  in  the  end,  we 
are  forced  to  submit  to  much  greater  evils  and  much 

greater  sacrifices. 

*  *  *  *  * 

3092.  Mr.   Hume.']  Have  you,   as  a  London  banker, 
an  account  with  the  Bank  of  England? — Yes. 
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3093.  In  what  shape  do  you  keep  your  current  funds ; 
do  you   hold  them    in  the   shape   of   Bank   of  England 
paper  and  coin,  or  in  the  shape  of  deposits  in  the  Bank 
of  England  ? — Partly  in  both  ways. 

3094.  Has  not  the  modern  practice  of  banking  rather 
tended  to  decrease  the  amouftt  held  in   Bank  of  England 
notes  in  your  till,  and  to  increase  the  amount  held  in 
deposit   in   the   Bank? — I    really    cannot    say   whether 
there  is  an  increasing  tendency  of  that  kind  or  not ;  that 

exists,  no  doubt,  to  a  considerable  extent. 

***** 

3101.  Are  not  the  Bank  of  England  notes,  deposited 
by    you   in   the  Bank    of  England,    as    much   at   your 
disposal  as  if  they  were   in    your   own    banking-house  ? 
—No. 

3102.  What  is  the  difference? — In  the  one  case  I  am 
sure  I  can  have  them  when  I  like,  and  in  the  other  case 
I  have  only  a  general  belief  that  I  can  have  them  when  I 
like. 

3103.  Have  you   known  any  instance  where  an  appli- 
cation has  been  made  by  you  to  the  Bank  of  England  to 
draw  oat  your  notes,  and  you  were  disappointed  ? — No  ; 
but  I  am  sure  that  if  all  who   had  notes  in  the   Bank  of 
England,  were     to    apply     simultaneously,    that   would 
happen. 

3104.  Do  you  not   keep   constantly  a  certain  amount 
of  bank  notes  in  your  own  banking-house  ? — Not  a  cer- 
tain amount ;  some  amount. 

3105.  Do  you  not  keep  also  an  amount  in  the  Bank  of 
England  ? — Yes. 
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3106.  Are  you  aware  that,  in  the  official  return  of 
the  Bank  of  England,  the  notes  deposited  by  you  appear 
as  deposits? — Yes. 

3107.  Are  you  aware  that  the  notes  that  are  kept  in 
your  own  banking-house,  appear,  in  that  official  return,  as 
circulation  ? — Yes. 

3108.  Does  the  circumstance,  of  a  certain  amount  of 
bank  notes  belonging  to  you  being  returned  by  the  Bank 
of  England,  as  deposits,  alter  their  nature,  or  change  their 
value? — It  does. 

3109.  Why  ? — Deposit  business  is  a  mode  of  economiz- 
ing the  use  of  the  circulation  ;  by  means  of  resorting  to 
that  process,  a  greater  amount  of  obligations  or  of  transac- 
tions can  be  adjusted  with  a  smaller  amount  of  circulating 
medium  than  could  otherwise  take   place.     The  amount 
of   deposits  which   the  Bank  of   England,  or  any  other 
bank,  holds,  is  worked  by  that  concern  with   a  certain 
reserve  of  bank  notes,  which  reserve  is  measured  in  its 
extent  by  what  that  concern  considers  to  be  the  average 
quantity  of  demand  that  will  be  made  upon  it.     By  that 
means,  that  reserve  is  enabled  to  perform  an  amount  of 
business  which,  without  the  process  of  banking  deposit 
business,  it  would  have  required  an  amount  of  circulation 
equal  to  the  whole  deposits  to  have  performed.     By  that 
means,  undoubtedly,  an  economic  use  of  the  circulation 
is  effected ;  but  an  economic  use  of  the  circulation  is  not 
itself  circulation.     When  you  put  the  question,  are  not 
the  bank  notes  in  my  till,  and  the  bank  notes  deposited 
by  me  in  the  hands  of  the  Bank  of  England,  equally  at 
my  disposal,  it  is  undoubtedly  true  that  they  are  ;  but  it 
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is  true  only  with  respect  to  the  bank  notes  which  I  have 
in  the  Bank  of  England,  upon  the  supposition  that  all 
persons,  similarly  circumstanced  with  myself,  do  not 
act  simultaneously.  The  Bank  of  England,  or  any  other 
banker,  can  clearly  pay  his  deposits  only  to  the  extent  of 
the  banking  reserve  in  his  till.  The  banking  reserve  in 
his  till  is  the  money  with  which  that  business  is  worked, 
and  constitutes  the  amount  of  circulation.  It  is  to  mis- 
take the  amount  of  business  done  for  the  instrument  with 
which  it  is  done,  to  call  deposits  circulation.  Deposits 
are  the  business  worked  ;  the  reserve  in  the  banking  till 
is  the  instrument  with  which  they  are  worked ;  and  the 
business  by  which  your  instrument  is  worked,  is  the 
circulation  or  money  of  the  country. 

3110.  Are  not  the  bank  notes  deposited  by  you    in 
the    Bank   of    England   as  much   at   your   disposal   for 
ordinary  purposes  of  commerce  as  they  would  be  if  kept 
in  your  own  house? — No;  I  have  answered  that  question 
already,  and  I  have  given  an  explanation  of  the  answer. 

3111.  You  have  stated  in  your  answer,  that  if  other 
persons  were  to  act  simultaneously,  the  notes  could  not 
be  applicable  ;    but   the    question   applied   to  your   own 
transactions? — Yes;  but  as  we  are  here  reasoning  upon 
a  philosophical  question,  we  must  clearly  understand  this, 
that  that   which  is   true    of  any   one  individual,   is   not 
therefore  necessarily  true  of  a  large  aggregate  of  indi- 
viduals, simultaneously.     You  may  split  every  thing  into 
its  subordinate  parts,  and  affirm  of  each  part,  separately, 
that  which  will  not  be  true  of  the  whole,  simultaneously, 
in  the  aggregate. 
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3112.  Suppose   you    have   two   places  in  your   own 
premises  in  which  you  lock  up  your  bank  notes,  one-half 
in    one  room,   and  another  half  in  the  other;    will  the 
calling  one  "  circulation  "  and  the  other  "  deposits  "  make 
any  difference  in  their  value  or  the  uses  to  which  you 
could   apply  them  ? — No ;  mere  difference   of  name    can 
make  no  difference  in  substance. 

3113.  If  your  money,  then,  be  a  million  sterling,  and 
half  of  it  be  retained  in  your  own  premises,  and  another 
half  be  deposited  in  the  Bank  of  England,  will  the  value 
of  the  whole  be  in  any  degree  lessened  ? — Provided  the 
portion  deposited  in  the  Bank  of  England  remain  in  pre- 
cisely  the  same    state    in    which   that  portion  which    is 
deposited  in  my  own  till  remains,  there  is  no  difference, 

3114.  Have  you  any  doubt  that  money  placed  in  the 
Bank   of    England   remains   as    safe    as    in    your    own 
premises? — "  Safe"  does  not  include  all  that   is  involved 
in  my  answer. 

3115.  What  more,  then,  is  involved  in  your  answer? 
— By  remaining  precisely  in  the  same  state,  I  mean  that 
that  portion   of  my  money  which  is  placed  in  the  Bank, 
remains  in    the  condition    of    money  in   the    Bank  till, 
precisely  as  it  remains  in  the  condition  of  money  in  my 
own  till. 

3116.  In  that  case,  are  not  both  sums  of  equal  value? 
—Yes. 

3117.  Does  the  calling  one  "  deposit,"  and   the  other 
ft  circulation,"  make  any  variation,  then  ? — No ;  no  varia- 
tion  can  be  made ;    by  calling  a  thing  by  another  name, 
you  cannot  thereby  alter  its  nature ;    and  so  long  as  the 
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deposit  in  the  bank  is  precisely  identical  with  the  deposit 
in  my  own  till,  it  is  precisely  the  same ;  but  the  question 
turns  altogether  upon  this  fact ;  my  deposit  in  the  Bank  of 
England  does  not  remain  in  the  form  of  money  in  the 
Bank ;  a  large  portion  of  it  is  re-invested,  and  the  Bank 
dispossesses  itself  of  that  portion. 

3118.  Though  the  Bank  may  dispossess  itself,  by  an 
investment,  of  a  portion  of  your  money,  is  not  the  Bank 
liable,  and  would  not  the  Bank  pay  you,  on  demand,  the 
amount  you  have  deposited,  whatever  use  they  have  made 
of  it? — Undoubtedly  the  Bank  is  liable  to  pay;  but  then 
the  moment   we  assume,  on  the  part  of  the  Bank,  mere 
liability  to  pay,  and  not  an  actual  retention  of  the  money 
for  that  purpose,  my  connexion   with  the  Bank  assumes 
the  form  of  a  debt  owing. 

3119.  It  is  a  debt  payable  on  demand  ? — Yes. 

3120.  Is  not  a  bank  note  in  your  hands  a  debt  owing 
by  the  Bank?— Yes. 

3121.  What   difference,  then,  is   there    between   the 
bank  note  you  hold  in  your  hand,  and  the  money  you 
deposit  in  the  Bank  ? — The  difference  is  this ;  in  one  case, 
the  debt  has  assumed  that  form  which  makes  it  the  repre- 
sentative of  metallic  coin,  for  all  purposes ;    in  the  other 
case,    it  has   not   assumed   a  form   which  gives  it  those 
properties. 

3122.  Does  not  the  money  in  the  Bank  assume  the 
form  of  metallic  money,  as  well  as  a  Bank  of  England 
note  ? — Money  in  the  Bank  does  ;    but  we  are  speaking 
of   a  debt  owing  by  the  Bank,  and  not  money  in  the 
Bank. 
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3123.  Suppose   you    have   a   balance  of  100,0007.  in 
the  Bank  of  England,  and  that  one  of  your  customers  has 
accepted  bills  to  the  amount  of  20,0007.  payable  at  your 
house,  and  that  those  bills  have  been  discounted  at  the 
Bank  of  England ;  will  not  those  bills,  when  they  become 
due,   be  presented  by  the   Bank  at  your  house  for  pay- 
ment ? — Undoubtedly,  if  the  bill  is  accepted,  payable  at 
my  house,  and   I  hold  funds  wherewith  to  pay  it,  it  will 
be  paid  when  it  is  presented  for  payment. 

3124.  If  the  customer  has  lodged  the  necessary  funds 
in  your  house  will  you  not  pay  him  ? — I  hope  so. 

3125.  Can  you  not  pay  him  just  as  well  by  drawing 
a  check   upon  the  Bank   of  England  as  by  taking  bank 
notes  out  of  your  drawer  ? — Yes,  it  being  assumed  in  the 
question    that    I  have  the    money   at   my  credit   in  the 
Bank  of  England. 

3126.  Has  not  then  the  deposit  in  this  case  performed 
the  same  functions  as  notes  in  your  drawer  would  have 
done  ? — In  that  case  I  have  paid  a  debt  by  drawing  upon 
my   deposit   account   in   the  Bank   of    England,  instead 
of  doing  so    by    paying   it    with    notes  out  of  my  own 
till. 

3127.  Your  original  balance  at  the  Bank  of  England 
having  been   100,0007.,  will    not   this  balance,  after  the 
payment   of    20,0007.    for    those    bills,    be    reduced   to 
80,0007.  ?— It  is  quite  clear  that  it  will. 

3128.  Is   there    any   part  of   the   remaining   sum  of 
80,0007.  that  is  not  qualified  to  perform  exactly  the  same 
functions,  and  to  make  the  same  payments  as  the  20,0007. 
which  have  discharged  the  debt  to  your  customer  ? — The 
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same   process   may,    undoubtedly,  be    repeated    till    the 
balance  standing  at  my  credit  in  the  Bank  is  exhausted.     , 

3129.  Has  not  that   100,000/.,  deposited  in  the  Bank 
of  England,  performed  all  the  functions  which  100,OOOZ. 
in  your  own  possession  would  have  done? — It  has  per- 
formed   one   of    those    functions    which   a   note    in    my 
possession   would    have  done ;    but  it  certainly  has  not 
performed  all  ^the  functions  that  a  note  in  my  possession 
might  have  performed.  • 

3130.  What   function   more  has  been   required  than 
that  of  discharging  the  obligation  of  paying  those  bills  ? — 
My  deposit  at  the  Bank  has  been  the  means  of  enabling 
me  to  discharge  the  function  required,  undoubtedly ;  but 
it  does  not  follow  from  that  that  it  has  enabled  me  to 
discharge  all  the  functions  which  the  notes  in  my  hand 
might  have  enabled  me  to  discharge,  if  I  had  required 
them  for  other  purposes. 

3131.  The  notes  being  of  the  value  of  20,000/.,  could 
you  have  paid  more  than  20,OOOZ.  with  those  notes ;  and 
have  you  not  paid  the  20,000/.  by  this  operation  upon  the 
Bank  of  England ;  and  have  not  the  deposits  in  that  case 
performed  the  same  functions  as  the  notes  would  have 
done,  if  delivered  by  your  own  hands  ? — I  can  only  say 
that,  in  the  case  put,  a  debt  owing  by  me  of  20,0007.  has 
been  discharged,  so  far  as  I  am  concerned,  by  a  draft 
upon  my  account  at  the  Bank  of  England,  instead  of 
being  discharged  by  payment  of  notes  out  of  my  own 
drawer. 

3132.  Is   not   that,    as    regards  the  circulation,  the 
function  which  you  have  stated  in  your  definition  money 
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ought  to  bear,  namely,  the  discharge  of  obligations?  In 
answer  to  question  2663,  you  state,  "  Money  is  marked 
by  certain  distinguishing  characteristics ;  first  of  all,  that 
the  amount  of  it  is  determined  by  the  laws  which  appor- 
tion the  precious  metals  to  the  different  countries  of  the 
world ;  secondly,  that  it  is  in  every  country  the  common 
measure  of  the  value  of  all  other  commodities,  it  is  the 
standard  by  reference  to  which  the  value  of  every  other 
commodity  is  ascertained,  and  every  contract  fulfilled ; 
and  thirdly,  it  becomes  the  common  medium  of  exchange 
for  the  adjustment  of  transactions  equally  at  all  times, 
between  all  persons,  and  in  all  places ;  it  has  further  the 
quality  of  discharging  those  functions  in  endless  suc- 
cession." Is  not  in  this  case  the  20,0001.  deposited  in 
the  Bank  of  England  the  measure  of  the  value  of  other 
commodities ;  is  it  not  the  standard  by  reference  to  which 
the  value  of  other  commodities  is  ascertained ;  and  thirdly, 
has  it  not  been  the  means  of  discharging  the  obligations 
as  regards  this  20,000/.,  as  much  as  if  sovereigns  had  been 
used  ? — To  the  two  first  parts  of  that  question,  I  answer 
no,  and  to  the  latter  part  of  that  question,  I  answer  yes ; 
but  really,  I  hope  the  Committee  will  allow  me  again  to 
say,  that  I  cannot  conceive  what  good  is  to  arise  from 
reducing  these  questions  to  this  form.  The  question 
clearly  is,  what  is  the  nature,  and  what  are  the  effects  of 
deposits,  with  reference  to  the  money  or  the  circulating 
medium  of  the  country  ?  I  have  already  explained  to  the 
Committee  the  view  which  I  take  of  it;  and  I  do  not 
press  that  view  upon  them  pertinaciously ;  I  only  state 
that  view  and  give  my  reasons;  my  own  view  of  that 
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question  is,  as  I  have  already  stated,  that  deposit  is  a 
form  of  banking  business,  that,  in  other  words,  it  is  a 
process  for  economizing  the  use  of  the  circulating  medium 
of  the  country.  In  the  case  now  put  by  Mr.  Hume,  a 
less  amount  of  the  circulating  medium  of  the  country 
has  been  sufficient  to  perform  certain  functions,  in  con- 
sequence of  that  economic  process  of  using  the  money 
which  arises  out  of  banking  deposits.  The  same  thing 
exists  to  an  enormous  extent  in  the  system  of  the  clearing 
house  ;  but  will  any  man  in  his  common  senses  pretend  to 
say,  that  the  total  amount  of  transactions  adjusted  in 
the  clearing  house  are  part  of  the  money  or  circulating 
medium  of  the  country  ?  They  answer  all  the  functions 
stated  in  the  questions  of  Mr.  Hume,  with  respect  to 
deposits.  So  book-debts  and  transfers  in  account,  through- 
out the  whole  community,  will  answer  the  same  purpose. 
Again,  take  the  case  of  barter, — all  those  are  modes  of 
economizing  the  use  of  the  circulation  or  money  of  the 
country  ;  but  really  to  split  up  an  important  and  com- 
plicated proposition  into  all  its  parts,  and  to  separate 
each  part  from  its  bearing  upon  the  other,  and  by  that 
process  to  attempt  to  make  out  that  every  means  by 
which  you  economize  the  use  of  a  thing,  is  in  reality  that 
thing  itself,  seems  to  me  a  logical  process  the  fallacy  of 
which  is  so  obvious,  when  once  stated,  that  the  Committee 
must  immediately  perceive  it,  and,  therefore,  it  seems  to 
me  that  you  bring  the  discussion  at  once  to  its  final  point. 
If  the  distinction  which  I  clearly  draw  is  not  recognized 
by  any  other  mind,  then  that  mind  and  my  mind  are  so 
differently  constituted,  that  we  are  incapable  of  reasoning 
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upon  any  common  datum,  and  therefore  cannot  hope  to 
come  to  any  mutual  understanding. 

*  *  *  *  * 


24th  JULY,  1840. 

3147.  Mr.  Hume.']   It  has  been  stated  by  one  of  the 
witnesses,  that  all  deposits  possess  the  quality  of  money 
in    a    low  degree  ;    do   you  agree   in    that   opinion  ? — I 
would  rather  state  my  own  opinions  in  my  own  words  ; 
I  really  do  not  know  what  may  be  meant  by  possessing 
the  qualities  of  money  in  a  low  degree. 

3148.  Do  you  consider  any  portion  of  the  deposits  in 
the  Bank  of  England  as  money  ? — I  do  not. 

*  *  *  *  * 

3151.  Suppose  a  tradesman  residing  at  Charing-cross 
owes  1,0007.  to  another  tradesman  residing  in  Thames- 
street,  and  that  the  latter,  on  application  for  his  money, 
is  paid  by  means  of  notes  which  the  debtor  has  on  his 
premises,  is  not  this  a  payment  by  means   of  notes   in 
circulation  ? — Yes,  it  is. 

3152.  Suppose  the  creditor,  after  he  has  received  those 
notes,  locks  them  up  in  a  drawer  in  his  own  house,  would 
those  notes  be  still  in  circulation  ? — Yes. 

3153.  Will  not  then  the  debt  be  discharged  by  the 
transfer  of  certain  notes  from  the  power  and  custody  of 
the  debtor  at  Charing-cross  into  the  power  and  custody 
of  the  creditor  in  Thames-street  ? — Of  course  the  answer 
to  that  question  is  perfectly  obvious ;  but  really  I  am  not 
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competent  to  answer  it  more  than  any  other  person,  and 
I  really  do  conceive  that,  when  a  witness  is  brought  here, 
he  is  brought  for  the  purpose  of  giving  the  Committee 
information,  or  communicating  to  them  views,  in  some 
respects  differing  from  those  which  the  whole  world  at 
large  possess. 

3154.  Suppose  the  person  living  in   Thames-street, 
having  an  account  in  the  Bank  of  England,  should  pay 
those  notes  into  the   Bank;  will  not  those  notes  which 
were  returned  before  as  circulation,  be  returned  by  the 
Bank   as  deposits? — The  notes  will   not   be  returned  as 
deposits ;  but  the  effect  of  that  transaction  will  be,  that 
the  person  residing  in  Thames-street  will  have  a  credit  in 
the  books  of  the  Bank  of  England,  and  those  notes  will 
either  remain  in  the  till  of  the  Bank  of  England,  or  they 
will  be  disposed  of  by  the  Bank  of  England  in  some  other 
way. 

3155.  Will  not,  however,  the   sum  thus  paid  in  be 
returned  by  the  Bank  as  deposits  ? — The  credit  obtained 
by  the  supposed  person  will  appear  in  the  accounts  of  the 
Bank  of  England  as  part  of  the  deposits  owing  by  the 
Bank ;  but  again  I  must  observe,  that  these  are  facts  of 
which  I  have  no  knowledge  beyond  what  any  member  of 
the  Committee  has,  and  I  do  not  know  what  the  object 
is    of   examining   me    upon    things    respecting  which  I 
have  neither  knowledge  nor  information  to  communicate 
beyond  that  which  every  body  possesses. 

3156.  Have  you  not  stated  that  deposits  are  not  part 
of  the  circulation  ? — I  have  stated   that  in  my  judgment 
there  is  a  great  distinction  between  deposits  and  money. 
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3157.  You  consider  questions  should  not   be  put  to 
you  upon  points  which  other  people  know ;  have  you  not 
stated  in  answer  to  many  of  the  questions  put,  many  facts 
which  are  known    generally    to   other  people? — I  have 
certainly  had  many  questions  put  to  me,  and  I  have  given 
many  answers,  neither  of  which,  I  think,  are  fairly  war- 
ranted by  the  purposes  and  objects   of  a  Parliamentary 
Committee ;  and  I  have   done   so,  because  I  have  been 
extremely   unwilling  to   make   the   observation  which    I 
have  recently   made,  until  I  found  that  not  only  in  my 
own  judgment,  but  in   that  of  a  great  number  of  other 
persons,  the  system  of  examination  had  been  carried  to  an 
extent  which  really  was  improper,  and  calculated  to  be 
prejudicial  to  the  public  interests,  in  the  end. 

3158.  You  have  stated  in  your  evidence  that  deposits 
have  not  the  characteristics  of  money,  and  I  am  about, 
therefore,  to  test  your  opinion   by  the  commercial  trans- 
actions of  London ;  I  therefore  ask  you,  does  it  make  the 
least  difference  to  the  tradesmen  at  C  haring-cross,  or  the 
tradesmen  in   Thames-street,   to   whom   I  have   alluded, 
whether  the  1,000/.  which  passed  between  them  is  entered 
in  the    books  of  the  Bank  of  England  as  circulation  or 
deposit? — I  really  do  not  clearly  understand  the  purport 
of  the  question.     If  the  person  in  Thames-street  deposits 
the  1,000/.  in  the  Bank  of  England,  the  effect  is  that  that 
person  obtains  a  credit  in  the  books  of  the  Bank  to  that 
amount ;  what  becomes  of  the  money  he  has  so  deposited, 
is    a   separate  question,  and   will  depend  upon   circum- 
stances, which  do  not  appear  to  me  to  be  before  us. 

3159.  In  the  previous  question,  the  bank  notes,  paid 
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by  the  tradesman  at  Charing-cross,  are  supposed  to  have 
been  paid  to  the  tradesman  in  Thames-street,  and  by  him 
to  have  been  deposited  in  the  Bank  of  England ;  in  the 
first  case,  they  stood  in  the  returns  of  the  Bank  of  Eng- 
land as  circulation ;  and  in  the  latter,  after  having  been 
deposited  in  the  Bank  of  England,  the  same  notes  stood 
as  deposit.  I  wish  to  know  whether,  in  either  case,  there 
is  any  difference  to  either  of  the  individuals  in  the  value 
of  those  notes,  under  whatever  denomination  they  may 
be  ? — I  do  not  admit  that  the  notes  stand  in  the  Bank  of 
England  as  deposit ;  I  have  already  stated,  what  appears 
to  me  a  distinction,  viz.  that  by  paying  in  the  notes  to  the 
Bank  of  England,  the  party  so  paying  them  obtains  a 
credit  in  the  books  of  the  Bank  of  England,  and  that  the 
notes  still  exist  in  some  form  or  other,  or  do  not  exist, 
according  to  circumstances,  not  stated  in  the  question.  In 
reply  to  the  former  part  of  the  question,  I  certainly  con- 
ceive that  the  notes,  while  they  were  in  the  hands  of  the 
tradesman  in  Thames-street,  did  give  him  that  which  the 
credit  in  the  Bank  books  does  not  give  him. 


3173.  Is  it  your  opinion  that  it  is  the  circulation  alone 
that  affects  the  prices  of  commodities  and   the  rate  of 
interest,  and  that  the  deposits  have  no  influence  whatever 
upon  them  ? — It  is  not  my  opinion  that  the  circulation  is 
the  only  thing  that  affects  the  prices  of  commodities,  or 
the  rate  of  interest. 

3174.  What   else  affects  the  prices  of  commodities? 
— The  causes   affecting  the  prices  of  commodities  are  so 


ON    BANKS    OF    ISSUE.  473 

various,  that  I  should  really  be  quite  incompetent  to 
enumerate  them ;  it  must  be  obvious  to  the  Committee 
that  circulation  is  not  the  only  circumstance  affecting 
the  prices  of  commodities. 

3175.  Chairman .]   Do  the  fluctuations  in  prices  cor- 
respond to  the  fluctuations  in  the  deposits  of  the  Bank  of 
England  ?— Certainly,  in  my  opinion,  the  fluctuations  in 
prices  do  not  correspond  to  the  fluctuations  in  the  depo- 
sits of  the  Bank  of  England;  at  the  same  time  I  should 
be  glad  to  state  this  in  explanation.     If  a  state  of  things 
be  supposed,  in  which  no  deposit  business  existed,  and 
there  is  a  certain  state  of  prices  under  that  condition  of 
things ;  if  you  then  suppose  the  sudden  introduction  into 
the  country  of  the  deposit  system  to  the  extent  to  which 
it  now  exists  in  this  country ;  the  effect  of  that  great 
change  will  be  a  greater  economized  use  of  the  precious 
metals,  and  consequently  a  new  distribution  of  the  pre- 
cious metals  throughout  the  world.     After  that  has  taken 
place,  and  prices  have  adjusted  themselves  to  that  new 
condition  of  things,  then  I  conceive  that  fluctuations  in 
the  amount  of  the  deposits  will  not  necessarily  produce 
corresponding  fluctuations  in  the  prices  of  articles. 

3176.  Mr.  Humel\    In  the  answer  to  question  2667, 
you  state  that  by  the  quantity  of  money  you  mean  the 
quantity  of  metallic  coin  and  paper  notes,  promising  to 
pay  in   coin  on  demand  which  are  in  circulation  in  the 
country  ;  and  in  answer  to  question  2663,  you  state  that 
circulation  is  in  every  country  the  common  measure  of 
the  value  of  all  other  commodities  ;   how  do  you  reconcile 
those  answers  with  the  last  answer  but  two  which  you 
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have  given  ? — I  really  do  not  see  what  the  inconsistency 
is  in  those  answers  which  I  am  called  upon  to  reconcile ; 
and  of  course  not  seeing  the  inconsistency,  I  am  unable 
to  discharge  the  duty  which  I  am  called   upon  to  dis- 
charge, of  reconciling  them.     There  seems  to  be  a  con- 
fusion  in  the  mind   of  the  gentleman   questioning   me, 
between  the  standard  or  measure  of  value,  and   all  the 
circumstances  which  determine  the  fluctuations  of  prices. 
I  have  stated  that  the  precious  metals  circulating,   either 
in  kind  or  by  their  strict  representative,  paper  notes,  to 
the   same  amount,  are  taken  by  the  common    sense   of 
mankind  as  the  best  standard  which  they  can  obtain  of 
value,  and  that  the  relative  prices  of  all  things  to  each 
other   are   ascertained    by   reference    to    that    standard. 
That  doctrine   does  not  seem  to  me  inconsistent  with  the 
former  statement,  that  a   variety  of  causes,  besides  that 
standard,  may  cause  variations  in  the  prices  of  articles. 
In   a  philosophical  reasoning  upon   the  subject,   it  is  of 
course  necessary  to  assume,  in  the  first  instance,  that  the 
standard  itself  is  invariable  in  value ;  but,  undoubtedly, 
such  is  the  imperfection  of  all  human  arrangements,  that 
we  are   unable  to  obtain  an  invariable  standard,  and  the 
standard  itself  is    therefore  liable   to    changes.      Conse- 
quently we  have  to  deal  with  the  complicated  phenomena 
of  fluctuations  in  prices   of  all  articles  arising    from  an 
endless  variety  of  causes;   those   fluctuations   of   prices 
being   measured   by  a  standard  which   is  itself,  strictly 
speaking,   not   fixed,   and   invariable    in  its    value.      To 
follow  out  all  the  consequences  which  flow  from  so  com- 
plicated and  difficult  a  state  of  things,   and  to  trace  them 
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carefully  and  accurately  under  an  examination,  such  as 
that  to  which  I  am  now  unfortunately  subjected,  is 
perhaps  a  task  which  no  human  mind  would  be  capable 
of  performing  without  occasional  omissions,  without  the 
occasional  use  of  inaccurate  expressions,  without  afford- 
ing occasional  opportunities  for  an  adverse  reasoner  to 
find  some  little  accidental  fault,  arising  from  the  acknow- 
ledged imperfection  of  all  human  abilities,  of  which  it 
may  be  in  his  power  to  make  a  use  which  few  persons 
would  envy.  I  would,  however,  explain  my  statement 
by  further  illustration ;  we  measure  the  height  of  all 
things  by  a  standard,  the  standard  yard,  for  instance; 
but  notwithstanding  it  is  true  to  say  that  the  height  of 
all  things  is  measured  by  the  standard  yard,  yet  I  appre- 
hend that  it  would  be  an  extremely  strange  mental 
process  to  arrive  at  the  conclusion,  that  nothing  affects 
the  height  of  things  but  the  standard  yard ;  that  seems 
to  me  to  be  the  fallacy  involved  in  this  question. 
Whether  I  am  correct  in  that  conception  or  not  I  will  not 
be  confident;  because  I  feel  and  acknowledge  that  the 
unpleasant,  and  to  me  painful,  manner  in  which  this 
examination  has  in  its  later  stages  been  conducted,  has 
gone  far  to  produce  a  state  of  feeling  on  my  part,  which 
tends  to  disqualify  me  for  following  out  intricate  reason- 
ings upon  an  abstruse  and  difficult  subject.  The  mode 
of  cross-examination  which  is  resorted  to,  renders  the 
careful  selection  of  well-considered  and  unambiguous 
terms  absolutely  necessary  for  my  self- protection ;  and  I 
am  thus  called  upon  to  do,  without  preparation,  that 
which  the  ablest  minds,  with  ample  opportunity  for 
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reflexion,  and  subsequent  correction,   have  found  to  be 
no  easy  task. 

3177.  Is  there  any  fallacy  in  the  statement,  that  in 
the  accounts  published  by  the  Bank,  their  liabilities  are 
divided  under  two  heads,  circulation  and  deposit  ? — I  arn 
not  prepared  to  state  that  there  is  any  fallacy  in  it. 

3178.  Have  you  not  said  that  deposits  do  not  in  any 
way   whatever   possess   the   qualities   of  money? — If   I 
have  said  so,  I  shall  be  glad  to  have  the  statement  laid 
before  me. 

3179.  Have  you  not,  in  question  2663,  enumerated 
certain  distinguishing  characteristics  of  money  ? — I  have. 

3180.  Have   you  not,  in    the  same  question,  stated 
that  deposits  do  not,  in  any  way  whatever,  possess  those 
characteristics? — Yes,  I  have. 

3181.  Have  you  not,  in  answer  to  previous  questions, 
admitted,  that,  for  the  discharge  of  debts,  deposits  have 
the  characteristics  of  money  ? — All  that  I  have  admitted 
is,  I  believe,  that  a  deposit  may,  under  certain  supposed 
circumstances,  be  used  to  discharge  a  certain  supposed 
debt. 

3182.  Are  there  any  circumstances  you  can  suppose 
which  would  prevent  a  deposit  in  the  Bank  of  England, 
belonging  to  you,  as  a  banker,  being  applied  to  discharge, 
if  you  think  proper  to  give  an  order  on  the  Bank,  any 
debt  to   the   amount  you    may  have    in  deposit? — Yes, 
there  are. 

3183.  Will  you  state   what   they  are  ?— The  party 
refusing  to  take  that  order. 

3184.  Is  there  anything  then  to  prevent  your  going 
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to  the  Bank,  and  receiving  bank  notes  or  sovereigns  for 
that  amount,  and  then  paying  the  notes  or  sovereigns  over 
to  that  person  who  you  suppose  may  refuse  the  cheque  ? 
—No. 

3185.  Then  have  not  the  deposits  in  that  case  all  the 
characteristics    of   money  which    the    notes   have? — No, 
they  have  not. 

3186.  Have  they  not  discharged   the  debt  that  you 
owed  ? — No ;  the  notes  have,  but  not  the  deposit. 

3187.  Did  you  not  obtain  notes  to  the  amount  of  the 
deposit  you  had  in  the  Bank  ? — I  obtained  a  discharge  of 
my  credit  in  bank  notes. 

3188.  That  credit  being  synonymous  with  deposit? — 
That  credit  being  synonymous  with  deposit,  in  that  case. 

3189.  Did  not  that  credit  discharge  the  debt  equally 
with  the   notes  ? — No,  the  notes  discharged  the  debt,  and 
not  the  credit. 

3190.  Did  you  not  obtain  the  notes  by  means  of  the 
credit  ?— I  did. 

3191.  Was  there  anything  to  prevent  your  obtaining 
it  on  demand  ? — That  depends  entirely  upon  the  suppo- 
sition ;    if   you  choose    to    suppose    that  there  was  any 
impediment,  that  supposition  is  a  perfectly  fair  one;    if 
you  suppose  that  there  was  no  impediment,  that  suppo- 
sition also  is  a  perfectly  fair  one. 

3192.  Is  it  your  opinion  that  deposits  do  not  possess 
the  power  of  universal  exchangeability  which  belongs  to 
the  money  of  the  country  ? — It  is  my  opinion  that  depo- 
sits do  not  possess  that  property  of  universal  exchange- 
ability in  endless  succession  which  money  does  possess. 
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3193.  Will   you   state    by    what    criterion,    in  your 
opinion,  we  are  to  judge  of  the  quantity  of  paper  money 
in  the  country ;  is  it  by  the  returns  made  by  the  Bank  of 
England,  under  the  head  of  circulation,  and  of  the  country 
bank  notes,   by  their  official  returns? — I   conceive  that 
the  paper  money  of  the  country  consists  of  the  notes  of 
the  Bank  of  England,  and  the  notes  of  what  are  com- 
monly called  country  issuers  of  this  country.     If  we  are 
to  include  the   United  Kingdom,  there  are  the  notes  of 
similar  issuers  in  Scotland  and  Ireland  to  be  added. 

3194.  You  have  given  a  statement   of  the   conjoint 
paper  circulation  on  that  principle  ? — Yes  ;  not  including 
Scotland  and  Ireland,  because  I  had  no  means  of  forming 
an  estimate  of  that. 

3195.  Is  it  your  opinion  that  country  circulation  has 
the  same  effect  on  prices,  and  on  the  rate  of  interest,  as 
the  circulation  of  the  Bank  of  England  has,  pro  tanto  ? — 
Of  course ;  when  we  are  discussing  a  subject  scientifically 
many  assumptions  must  be  made,  which  when  we  come 
to  analyze  it  very  closely,  require  certain  qualifications. 
I  conceive  the  notes  of  the  country  issuers  approach  very 
nearly  in  their  character  to  the  notes  of  the  Bank   of 
England  ;^but  that  there  are  certain  circumstances  attend- 
ing them,  in  consequence  of  which  the  degree  to  which 
they  possess  universal   exchangeability  in  endless  succes- 
sion is  not  so  complete  as  that  to  which  it  is  possessed  by 
the  notes  of  the  Bank  of  England. 

3196.  Is  it  your  opinion  that  the  Bank  of  England 
should    increase    or    diminish    its    circulation,   according 
to   the    increase   or    decrease    of  the  influx    of  bullion, 
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without    regard    to    the     amount     of    deposits? — Cer- 
tainly. 

3197.  Is  it  your  opinion  that  the  circulation  of  the 
joint-stock    banks    and    the    country    banks    should   be 
governed  by  the  circulation  of  the  Bank  of  England  ? — 
Speaking  of  that  which  is  abstractedly  right,   I   should 
say,  that  the  aggregate  paper  circulation  of  the  country 
ought  to  fluctuate   in   amount  with  the    bullion    in    the 
Bank    of    England.       The    question    is,    under    existing 
circumstances,  by  what  process  we  can  make  the  nearest 
practical  approach   to  that   state   of  things ;  the  rule  of 
expecting  the  country   issuers   to    regulate   their   issues, 
with  reference  either  to  the  influx  or  efflux  of  bullion,  or 
to  the  action  of  the  Bank  of  England,  has  been  supposed 
to  be  the  nearest  approximation  we  can  make ;  but  it 
certainly  is  far  from  being  a  perfect  one. 

3198.  Is  it  your  opinion  that  the  country  issuers  have 
materially  transgressed  this  rule,  and  that  the  Bank  of 
England  has  reason  to  complain  of  their  conduct  in  this 
respect  ? — I  should  rather  avoid  using  the  expression  that 
the  Bank  of  England    has    a   right  to   complain  of  the 
country  issuers.     I  certainly   think  that  a  deviation  from 
a  proper  state  of  the  aggregate  paper  circulation  of  the 
country   has   frequently   occurred,   sometimes    from    the 
want    of    proper  action    on    the   part  of    the  Bank   of 
England,  sometimes  from  the   want  of  proper  action  on 
the  part  of  the  country  issuers,  and  very  frequently  from 
the   want    of  proper  action  on   the  part  of  both  simul- 
taneously. 

3199.  When   the  Bank  of   England   purchase    secu- 
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rities,  do  they  not  issue  notes  or  bullion  against  those 
securities,  and  do  they  not  thereby  increase  the  quantity 
of  currency  ? — That  may  be  the  case,  and  generally  is 
the  case ;  I  do  not  know  that  it  is  absolutely  necessary 
that  that  should  be  the  case. 

*  *  **  *  * 

3220.  Seeing  that  the  placing  of  money  in  deposit  in 
the  Bank,  or  keeping  it,  does  not  depend  upon  the  Bank, 
but  on  the  parties  having  the  money,  how  can  the  Bank, 
at  their  option,  increase  or  decrease  their  circulation, 
when  they  have  no  power  over  the  "person  who  has 
received  the  money  ? — If  I  understand  the  question 
rightly  (but  I  am  always  obliged  to  preface  my  answers 
with  a  doubt  upon  that  point),  I  think  the  answer  is  this  : 
we  have  lately  assumed  the  case  of  the  Bank  of  England 
issuing  1 ,000,0007.  of  notes  on  the  purchase  of  securities, 
and  a  consequent  increase  of  deposits  with  the  Bank 
arising  from  that  transaction.  I  am  now  asked,  how  the 
Bank  has  the  power  of  controlling  its  issues  ;  I  should  say 
it  has  the  power  of  controlling  its  issues  by  selling  the 
securities  it  has  so  purchased ;  the  effect  of  which  would 
be,  that  the  increase  of  deposit,  produced  by  the  purchase 
of  securities,  will  be  contracted  again  in  consequence  of 
the  sale  of  securities.  But  really  to  understand  the 
subject  completely,  it  would  be  necessary  to  open  a 
wide  discussion  ;  we  have  before  us  an  extensive  field  ;  a 
subject  consisting  of  a  great  variety  of  complicated  con- 
siderations, all  intertwined  and  dovetailed  into  one 
another ;  and  it  really  seems  to  me  impossible  to  come 
to  anything  like  a  manly  and  philosophical  view  of  the 
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subject  by  fixing  our  attention  on  one  particular  and 
isolated  point,  discussing  the  peculiar  character  and 
effects  of  that  particular  point,  and  by  this  process  throw- 
ing out  all  the  other  considerations  of  the  subject  which  are 
necessarily  bearing  upon  it  in  various  ways  and  forms. 

3221.  I  wish  to  confine  myself  to  a  single  transaction: 
suppose  the  Bank  to  have  18,000,0007.  in  circulation  and 
10,000,0007.  in  deposit,  making  the  aggregate  of  liabilities 
28,000,0007.;  that  she  also  has  26,000,0007.,  of  securities;  she 
purchases  1,000,0007.  of  securities,  making  then  the  aggre- 
gate of  securities   27,000,0007.;  for  that   1,000,0007.   of 
securities  she  has  issued  1,000,0007.  of  notes ;  the  person 
who  has  received  the  1,000,0007.  of  notes  pays  them  into 
the  Bank  of  England  as  a  deposit ;  will  not  the  amount 
of  deposits  in  that  case  be  increased  to  11,000,0007.,  and 
no  alteration  appear  in  the  circulation  ? — Yes. 

3222.  Have  you  not   stated   that    when    the    Bank 
wishes  to  increase  the   quantity   of  currency,  they  will 
purchase  securities  ? — I  certainly  think  that  to  purchase 
securities  and  issue  money  against  that  purchase,  is  the 
mode  by  which  the  Bank  should  increase  the  circulation. 

3223.  In  the  case  supposed,  has  not  the  Bank  pur- 
chased  1,000,0007.  of  securities,   without  increasing   the 
circulation  ? — The  Bank,   as  an  issuing  body,  has  issued 
an   additional  1,000,0007.   of  notes  upon  securities,    but 
that  additional  million  does  not  appear  in  the  returns  of 
the  circulation,  because  it  has  been  paid  in  to  the  Bank  as 
a  deposit;  under  the  present  system  of  keeping  the  accounts, 
that  sum  so  paid  in  does  not  appear  as  circulation. 

3224.  May    not    the    Bank,    therefore,    under     the 

2  i 
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present  system,  purchase  securities  to  any  amount, 
without  increasing  the  circulation,  provided  they  are  all 
paid  in  in  deposits  ? — If  all  the  notes  issued  by  the  Bank 
are  afterwards  paid  in  as  deposits,  and  not  again 
re-issued,  of  course  there .  will  appear  to  be  no  cir- 
culation. 

3225.  Is  it  not  part  of  your  plan,  that  the  efflux  of 
money  should  be  prevented  by  decreasing  the  currency  ? 
— I  certainly  am  of  opinion  that  the  mode  of  stopping 
the  efflux  of  gold  from  the  country,  is  by  diminishing  the 
amount  of  money  in  the  country. 

3226.  Is  it  not  your   opinion  that  the  Bank  should 
sell   securities,   to   effect    that    decrease  of  currency  ? — 
No;     I    think    that     the     proper    course     is,     for     the 
Bank   to   cancel   their   notes    as    they    are  paid    in    for 
gold. 

3227.  Must  not  the  Bank   either  sell  gold  or  securi- 
ties in  order  to  decrease  the  currency  ? — The  mode  by 
which   the   Bank  should   decrease   the    currency,   is   by 
cancelling  a  sufficient  portion   of  notes,  whatever  be  the 
means  by  which  she  gets  them  into  her  possession. 

3228.  Is  it  your  opinion  that  by  a  decrease  of  the 
deposit,  the  Bank    can    decrease  the    circulation  ? — The 
increase  or  decrease  of  deposits  is  not  under  the  power  of 
the  Bank  of  England  :  it  is  under  the  power  of  those  who 
make  the  deposits. 

***** 

3231.  When  the  deposits  amount  to  12  or  15  or  19 
millions,  or  whatever  may  be  the  amount,  may  not 
depositors  withdraw  two  or  three,  or  four  or  five  millions, 
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as  we  have  seen  by  the  returns,  and  invest  them  in 
securities,  supposing  the  Bank  of  England  to  be  selling 
them  at  the  same  time ;  and  may  not  all  that  take  place 
without  the  circulation,  as  explained  by  you,  being  in 
the  least  altered? — There  is  no  doubt  about  it,  that 
transactions  may  take  place  in  the  deposit  business  of  the 
Bank  of  England,  as  they  may  in  the  deposit  business  of 
every  other  person  holding  deposits ;  the  effect  of  which 
will  be,  that  a  withdrawal  of  deposits  may  take  place, 
and  a  sale  of  securities  be  effected  by  a  depositee  to 
enable  him  to  pay  that  withdrawal,  and  all  that  may 
take  place  without  an  alteration  in  the  amount  of  the 
circulation. 

3232.  Is  it  not,  therefore,  from  these  two  instances, 
proved,   that   the    Bank   of  England   has   no   power   to 
increase  or  decrease  its  circulation,  and  that  that  rests 
alone    with   the    depositors    who   have    money    in    their 
coffers? — I  think  it  does  not  follow  from  that,  and  that 
not  the  slightest  evidence  to  that  effect  has  been  adduced. 

3233.  Have  we   not   the   proof,  in  these  two  cases, 
that  the  Bank  of  England  may  increase  or  decrease  its 
securities  without  in  the  least  affecting   the  amount  of 
circulation  ? — It  is  perfectly  true  that  the  Bank  of  England, 
being  a  banking  body  as  well  as  a  bank  of  issue,  may 
increase  its  securities  or  decrease  its  securities  in  conse- 
quence of,  or  contemporaneously  with,   a  corresponding 
action   on   its    deposits,    without    the   circulation    being 
thereby  altered. 

3234.  Have  you  not  stated  that  the  Bank  have  the 
power  of  increasing  or  decreasing  the  currency  by  the 
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purchase  or  sale  of  securities ;  and  have  you  not  now  two 
instances  before  you,  in  which  that  might  not  take  place  ? 
— I  really  do  not  see  the  contrariety  or  contradiction  in- 
volved in  those  facts.  I  believe  that  the  Bank  of  England 
has  the  power  of  altering  the  amount  of  its  circulation 
by  the  purchase  or  sale  of  securities;  but  it  does  not 
appear  to  me  to  follow  from  that,  that  every  purchase  or 
sale  of  securities  by  the  Bank  of  England  will  therefore 
alter  the  circulation.  Those  two  propositions  appear  to 
me  to  be  exceedingly  different,  and  the  distinction  is  still 
more  marked,  in  consequence  of  the  Bank  of  England 

being  a  banking  establishment  as  well  as  a  bank  of  issue. 

***** 

3237.  You  have  said  that  when  the  Bank  sells  secu- 
rities and  calls  in  notes,  this  will  reduce  the  quantity  of 
money.— Yes. 

3238.  May  not  the  amount  of  notes  called  in  be  taken 
either  from  the  deposits  or  from   the   circulation? — To 
answer  that  question  satisfactorily,  it  is  necessary  to  con- 
sider the  nature  of  banking  business.     The  deposits  are 
obligations  to  pay  on  the  part  of  the  Bank,  against  which 
she  holds  a  certain  amount  of  bank  notes  or  coin,  and  also 
a  certain  amount  of  securities.     The  deposits,  no  doubt, 
to  the  whole  extent  to  which  they  exist,  may  be  drawn 
from  the  Bank ;  and  if  so  drawn,  it  will  rest  in  her  dis- 
cretion what  portion  she  will  pay  with  the  bank  notes  or 
gold  held  in  her  till,  or  to  what  extent  it  will  be  neces- 
sary to  realize  the  securities  which  she  holds  to  meet  her 
deposits,  for  .the  purpose  of  keeping  her  banking  concerns 
in  due  order  and  proportion. 
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3239.  My  question  alludes  solely  to  this  simple  fact ; 
that  as  the  whole  of  the  notes  required  to  purchase  the 
securities  sold  by  the  Bank  may  be  taken  from  deposits 
and  not  from  circulation,  how  can  the  sale  of  securities 
by  the  Bank  affect  the  circulation  ? — I  can  only,  in  answer 
to  that  question,  go  through  the  explanations  I  have 
gone  through  several  times  already ;  namely,  that  if  de- 
posits are  drawn  from  the  Bank  to  a  certain  amount,  and 
she  deems  it  necessary  to  sell  securities  to  that  extent  to 
discharge  those  deposits,  that  sale  of  securities,  of  course, 
will  not  produce  an  effect  upon  the  circulation ;  but  if, 
beyond  that,  it  is  incumbent  upon  her  to  contract  her 
circulation,  she  must  make  a  sale  of  securities  for  that 
purpose ;  and  if  the  supposition  really  goes  to  the  extent 
of  assuming,  that  by  this  process  of  sale,  all  the  deposits 
will  be  drawn  out,  rather  than  any  reduction  be  effected 
in  the  circulation,  then  we  come  to  the  simple  state  of 
things,  that  the  Bank  must  sell  all  the  securities  which 
she  holds  against  deposits.  Then  that  power,  arising  out 
of  deposits,  will  be  exhausted,  and  then  you  will  come  to 
the  period  when  a  sale  of  securities  by  the  Bank  can 
produce  no  other  result,  and  must  necessarily  produce  the 
desired  result,  a  contraction  of  the  circulation. 

3240.  But  is  not  the  power  of  depositors,  of  acting  on 
the  money-market  in  the  purchase  of  securities,  thereby 
pro  tanto  diminished,  according  to  the  amount  they  with- 
draw ? — Now,  it  becomes  necessary  to  draw  a  distinction, 
and  it  shows  upon  what  refined  distinctions  all  these 
discussions  are  turning,  between  a  depositor  and  a  holder 
of  bank  notes :  by  the  process  supposed,  those  who  were 
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previously  depositors,  have  lost  that  character,  and  have 
become  holders  of  bank  notes.  Their  power  as  depositors 
has  gone,  and  their  power  as  holders  of  bank  notes  has 
taken  its  place. 

3241.  Have  you  not  said,  that  when  bullion  is  im- 
ported and  sold  to  the  Bank  of  England,  and  paid  for  in 
Bank  of  England  notes,  the  quantity  of  money  is  in- 
creased ? — I  do  not  know  whether  I  have  said  so,  but  I 

certainly  consider  it  to  be  so. 

***** 

[Mr.  Loyd  was  farther  examined  on  a  subsequent  day ; 
but  his  examination  turned  only  on  the  alleged  or  real 
influence  of  the  West  India  loan  of  1833,  and  of  the  conduct 
of  the  Bank  of  England.  It  did  not  involve  any  matter  of 
principle,  and  is  curious  only  as  showing  how  often  the  same 
questions  may  be  varied,  and  proposed  in  new  forms. ,] 
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SAMUEL  JONES  LOYD,  Esq.,  called  in,  and  Examined. 
28th  February,  1848. 


1349.  Will  you  be  so  good  as  to  state  in  what  degree, 
in  your  opinion,  the   commercial  crisis  which  took  place 
in  the  month  of  April  last  year  (1847),  and  the  further 
disturbance  of  credit  which  took  place  in  the  autumn  of 
last  year,  were  connected  with  the  conduct  of  the  Bank 
and  the  state  of  the   circulation  of  bank   paper? — I  do 
not   consider    that    the   pressure    which   took   place    in 
April  last,   or  the  subsequent  pressure  in   October,  was 
in   any  degree   connected  with  the  management  of   the 
circulation.       I   consider    that    pressure    to    have   been 
entirely  of  a  mercantile  character.     The  amount  of  bank 
notes  in  the  hands  of  the  public  daring  that  period  was 
unusually  large,  and  I  apprehend  that  the  same  degree  of 
pressure  must  have  taken  place  under  a   metallic  circu- 
lation, or  under  any  other  system  of  circulation  in  which 
adequate  provision  was   made  for  securing  the  conver- 
tibility of  the  notes. 

1350.  Will  you  be  so  good  as  to  state  what,  in  your 
opinion,  were  the   causes  in  which  that  pressure  origi- 
nated, distinguishing  those  causes  which  were  in  operation 
in  the  early  part  of  the  year,  and  those  which  may  have 
been  in  operation  in  the  subsequent  part  of  the  year  ? — 


490  EXTRACTS    FROM   EVIDENCE 

That  pressure,  I  conceive,  was  caused  by  a  deficiency 
of  capital  to  sustain  the  mercantile  engagements  that 
were  in  existence.  That  deficiency  of  capital  arose  from 
the  failure  of  the  harvests  both  in  this  country  and 
throughout  Europe,  and  also  from  the  extraordinary 
diversion  of  capital  from  trading  purposes  to  the  construc- 
tion of  railways.  The  pressure  was  further  intensified 
in  the  autumn  by  the  extraordinary  extent  of  commercial 
failures  which  occurred  at  that  time,  and  the  general 
alarm  to  which  those  failures  gave  rise. 

1351.  Will  you   state,  that   pressure    existing,  what 
effect,  in  your  opinion,  the  Act  of  1844,  commonly  called 
Sir  Robert  Peel's  Act,  had  either  in   alleviating   or   in 
aggravating    that    pressure  ? — For    the    reasons  already 
stated  I  apprehend   it  had  no  effect  whatever  in  aggra- 
vating the  pressure.      I  conceive  that  the  Act  of  1844 
protected  the  public  from  the  additional  evil  which  would 
otherwise  have  occurred   of  a  failure  in  maintaining  the 
convertibility  of  the  notes,  and  the  consequent  complete 
destruction  of  our  monetary  system. 

1352.  You  are  of  opinion  then  that  the  pressure  would 
have  occurred,  and  have  been  as  severely  felt,  had  no 
such    Act    been   in   existence? — I    am  of   that   opinion, 
certainly.     I  see  no  ground  whatever  for  saying  that  the 
Act  in  the  slightest  degree  tended  to  create  or  to  increase 
the  pressure. 

1353.  Do  you  think  that   the   conduct  of  the  Bank 
was  different  under  the  Act  from  what  it   would  have 
been  if  no  such  Act  had  been  passed  ? — The  course  pur- 
sued by  the    Bank  from  January  to  April  1847,  which 
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I  apprehend  to  have  been  extremely  erroneous  and  detri- 
mental to  the  public  interest,  was  stopped  only  by  the 
positive  provisions  of  the  Act;  and  if  that  system  of 
procedure  had  not  been  so  stopped  it  must  have  ended 

in  the  most  disastrous  consequences. 

#*.#.** 

1355.  What  was  the  conduct  of  the  Bank  from  Jan- 
uary   to   April   which    you    consider   to   have   had   this 
unfavourable    tendency? — A   constant   increase    of    its 
advances   on  securities,    and   a   constant   decrease  of  its 
banking   reserve,    in  the  face   of  a  continuous  drain  of 
bullion, 

1356.  You  mean   of  private    securities  ? — I  mean  an 
increase  of  the  total  securities.     The  increase  was  prin- 
cipally of  the  private  securities. 

1357.  Was  there  not  at  the  same  time  a  considerable 
reduction  of  public  securities  ? — No  ;  the  public  securities 
on  the  2nd  of  January  were  J12,800,000,  and  on  the  10th 

of  April  £13,500,000. 

*  *  *  «  * 

1363.  What  do  you  call  the  amount  of  bullion  in  the 
Bank  in  the  months  of  January,  February,  March,  and 
the  beginning  of  April ;  was  it  not  invariably  rather  above 
ten  millions  ? — The  bullion  was  above  ten  millions,  but  it 
was  steadily  diminishing.      It  was  subject,  during  those 
three   months,    to  one  of    the  severest  drains  that  the 
bullion  has  ever  sustained. 

1364.  Then  according  to  your  theory,  the  fact  of  the 
Bank  having  a  drain  upon  its  bullion,  though  that  drain 
did  not  bring  its  bullion  below  £10,000,000,  should  have 
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been  a  reason  for  the  Bank  refusing  the  augmentation  of 
its  private  securities,  or  in  other  words  refusing  the 
accommodation  required  by  the  trade  of  the  country,  its 
public  securities  having  in  the  meantime  rather  diminished 
than  augmented  ? — My  principle  is,  that  during  a  heavy 
drain  upon  the  bullion,  the  Bank  ought  not  to  increase 
its  advances  upon  securities  in  such  a  manner  as  to  run 
down  its  banking  reserve  to  an  unsafe  amount. 

1365.  Are  you   aware  that   in   the  April   quarter  of 
1847,  to  which  you  have  referred  as  showing  an  increase 
in  the  securities  on  the  part  of  the  Bank,  the  amount 
required  on  deficiency  bills  at  that  time  was  £3,400,000  ? 
— I  have  no  means  of  knowing  the  amount  of  deficiency 
bills. 

1366.  There  is  a  return  before  the  Committee  which 
shows  that  in  April  1847  the  amount  of  deficiency  bills 
was  £3,400,000;    subtracting    the   deficiency  bills  then, 
was   there  not  a  considerable  diminution    in   the   other 
public  securities  ? — It  seems  to  me  that  the  introducing 
into  the  question  a  distinction  of  the   different  forms  of 
securities  only  tends  to  confuse  our  view  with  respect  to 
the   really   important   principle.      The    total   amount  of 
notes  placed  at  the  command  of  the  Bank  of  England  in 
its  banking  department,  depends  entirely  upon  the  amount 
of  bullion  in  deposit.     Then  as  the   bullion  diminished, 
the  total  amount  of  notes  placed  at  the  disposal  of  the 
Bank  of  course  diminished  to  an  equal  extent ;  the  dimi- 
nution must  take  place  either  by  a  reduction  of  the  notes 
in  the  hands  of  the  public  or  of  the  notes  in  the  banking 
till.      From  January  to   April   1847  that  reduction  fell 
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entirely  upon  the  notes  in  the  banking  till,  and  it  was 
permitted  by  the  Bank  to  go  to  an  extent  which  reduced 
the  banking  reserve  to  a  very  unsafe  point.  That  pro- 
cess, in  the  face  of  a  heavy  and  continued  drain  of  bullion, 
was  in  my  judgment  an  improper  and  unsafe  one. 

1367.  Assuming  that  there  was  that  increase  which 
appears  upon  the  face  of  the  returns  in  the  deficiency 
bills  in  the  April  quarter,  then,   in  order  to   accomplish 
the  object  which  you  contemplate  as  necessary  for  the  safe 
and  good  action  of  the  Bank,  there   ought  to  have  been 
a  proportionate  reduction  in  the  other  securities  which  they 
had  ? — I  really  am  a  little  cautious  of  answering  questions 
which  depend  upon  the  amount  of  deficiency  bills.     I  do 
not  profess  thoroughly  to  understand  their  operation ;  I 
look  only  to  the  total  amount  of  the  Government  and  the 
private  securities — the  total  aggregate  of  the  two.     I  find 
that  the  aggregate  amount  of  advances  upon  securities 
was  largely  increased  during  a  heavy  drain  of  bullion,  and 
that  it  was   effected   exclusively  by  a  diminution  in  the 
banking  reserve  of  the  Bank.     That  is  a  process  which 
would  bring  any  other  bank  into  serious  danger,  and  I 
think  it  did  bring  the  Bank  of  England  into  a  dangerous 
position. 

1368.  Assuming  those   securities  to  consist  of  three 
elements,  namely,  public  securities,  securities  other  than 
public,  and  the  securities  held  by  the  Bank,  which  are 
issued    at    the   commencement  of    the   quarter   for   the 
payment  of  the  dividends^ — in  other  words,  the  deficiency 
bills, — if  there  was  an  excess,  as  there  appears  to  have 
been  in  that  quarter,  of  a  considerable  amount  of  defi- 
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ciency  bills,  could  a  limitation  of  the  banking  operations 
have  been  effected,  except  by  a  reduction  upon  the  other 
branches  of  the  securities  proportionate  to  the  increase 
which  was  cast  upon  them  by  the  demands  of  the 
Government? — I  feel  some  difficulty  in  answering  the 
question,  from  being  doubtful  whether  I  perfectly  under- 
stand it.  It  appears  by  the  published  accounts  now  before 
me  that  in  the  month  of  April,  during  which  we  are 
assuming  an  advance  upon  deficiency  bills,  there  was  always 
Government  money  in  the  hands  of  the  Bank  of  England; 
the  Government  deposits  in  the  hands  of  the  Bank  of 
England  at  the  beginning  of  April  were  £6,000,000,  and 
at  the  end  of  April  they  were  only  reduced  to  £2,600,000; 
therefore  it  appears  to  me  that  the  Bank  was  only  called 
upon  to  pay  to  the  Government  a  proportion,  not  the 
whole,  of  the  Government  deposits, —  a  process  perfectly 
correct  according  to  every  principle  of  banking. 

1369.  What  was  the  state  of  the   foreign  exchanges 
in  the  period  to  which  you  alluded, —  between  January 
and  April  ? — I  presume,  of  course,  the  foreign  exchanges 
must  have  been  against  the   country.     There  were  five 
millions  of  gold  lost  during  that  period. 

1370.  Five  millions  of  gold  were  drawn  out  from  the 
Bank  for  the  purpose  of  being   sent   abroad  ? — I  think 
it    is   almost    impossible    to    distinguish   accurately   the 
various  purposes    for   which  gold  is    drawn  out   of  the 
Bank;    but   I   apprehend   that   there  can   be   no   doubt 
that  at  that  period  there  was  one  of  the  severest  foreign 
drains  upon  the  gold  of  the  Bank  to  which  it  was  ever 
subjected. 
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1371.  You  say  that  it  is  not  possible  to  distinguish 
for  what  purposes  gold  is  drawn  out ;  do  not  you  think 
it  is  one  of  the  most  important  duties  of  the  Bank 
Directors  to  ascertain  for  what  purpose  the  gold  is  drawn 
out,  and  thereby  to  form  a  judgment  to  what  extent  the 
drain  is  likely  to  go  ?  —I  believe  that  the  attempt  on  the 
part  of  the  Bank  to  anticipate  the  probable  extent  of  a 
drain  of  bullion,  and  to  regulate  its  measures  accordingly, 
has  usually  led  to  mischievous  consequences.  The  only 
safe  rule  is  to  look  to  the  amount  of  bullion  that  is  depo- 
sited in  the  issue  department,  and  to  make  the  amount  of 
notes  vary  according  to  the  variations  in  the  amount 
of  the  bullion  so  deposited. 

1372.  Will  you  explain  the  sense  in  which  you  used 
the  word  i(  Bullion,"  when  you  say  that  five  millions  of 
bullion  were  sent  out  of  the  country   between  January 
and  April  ? — I  speak  of  that  which  in  the  published  returns 
is  given  as  the  total  amount  of  bullion. 

1373.  You  speak  of  the  bullion  in  both  departments 
of  the  Bank  ? — The  bullion  in  issue  department  against 
which   notes   are  issued.      The   bullion  in  the  banking 
department  is  really  an  item  of  very  little  consequence  ; 
it  never  varies  to  any  great  amount, 

1374.  At  the   same   time   that   the   exchanges   were 
unfavourable,  and  there  was  a  great  demand   of  bullion 
for  export  was  there  a  considerable  internal  drain  for  the 
supply   of  country   banks  or  any   persons  holding    notes 
in  the  country  ?— I  do  not  apprehend  that  there  was  in 
the  spring  of  the  year. 

1375.  You  think  that  all  that  the  Bank  Directors  have 
to  do  is  to  look  to  the  amount  of  their  liabilities  and  of 
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their  reserve,  and  that  whether  their  reserve  is  diminished 
by  a  foreign  drain  or  by  an  internal  drain  it  equally 
behoves  them  to  adopt  the  same  measures? — I  consider 
that  in  carrying  on  its  banking  business  according  to 
the  proper  principles  of  banking,  the  Bank  of  England 
has  only  to  consider  the  amount  of  its  outstanding 
liabilities  on  the  one  hand,  and  what  notes  it  has  in  its 
reserve  on  the  other  hand. 

1376.  You  consider  that  in   its  banking  department 
the  Bank  should  conduct  its  banking  business  in  the  same 
way  whether  the  drain   is   for    foreign   or   for   internal 
purposes  ? — I  apprehend   that  the   banking    department 
should  not  look  to  the  causes  of  a  drain  of  bullion,  but 
simply  look  to  the  state  of  the  banking  reserve. 

1377.  Applying  the  question  exclusively  to  the  bank- 
ing department,    do    not  you   think  that  the    Bank   are 
bound  to  consider  the  state  of  the  foreign  exchanges,  and 
that  they  have  the   means  of   doing  so  ? — I    apprehend 
that   in    the    management   of    its    banking    department, 
the  Bank  in  the  first  instance    is    to   look   to  its    ordi- 
nary banking   condition,   namely,  to    the  amount    of  its 
liabilities    and    its  means    of  meeting   them,   its   means 
of    meeting   them    being    its  securities  and  bank    notes 
in  its  banking  till.     Beyond  that  the   Bank   of  England 
may,  without  any   impropriety,  like  every  other  person, 
look  to  those  more  distant  and  uncertain  considerations 
which  may  in  their  judgment  ultimately  be  likely  to  affect 
the  condition  of  the  concern. 

1378.  Amongst  those  do  not  you  think  that  the  state 
of  the  foreign  exchanges  is  one  ? — Yes. 

1379.  It  being  one  of  those  matters  which  they  are 
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bound  as  prudent  and  intelligent  bankers  to  consider,  do 
not  you  think  that  they  have  the  means  of  ascertaining 
whether  the  foreign  exchanges  are  for  or  against  them  ? — 
They  have  the  means  of  .ascertaining  generally  whether 
the  foreign  exchanges  are  favourable  or  unfavourable  ;  but 
I  doubt  the  power  of  ascertaining  accurately  whether  all  or 
what  proportion  of  the  gold  lost  by  the  issue  department  is 
parted  with  in  consequence  of  adverse  foreign  exchanges. 

1380.  \TL  what  respect  is  there  any  peculiar  difficulty 
in  ascertaining  whether  the  export  of  bar  gold  from  this 
country  to  the  continent  would  be  profitable  or  unpro- 
fitable ?     How  does  the  export  of  a  given  value  of  bar 
gold  differ  from  that  of  cotton  or  any  other  commodity  ? 
— I  do  not  know  that  it  does  differ  in   any  respect  in 
principle,  but  the  fact  is,  that  gold  is  both  coming  into 
and  going  out  of  this  country  at  all  times,  and  through 
various  means ;  and  after  all  a  drain  is  only  a  question  of 
the  balance  between  the  incoming  and  the  outgoing  gold. 

1381.  In  your  examination  before  a  Committee  of  the 
House  of  Commons  in  April  1840,  this  question  was  put 
to  you  :  "  Do  you  believe  that  intelligent  merchants  and*, 
bankers  have  regard  to  the  exchanges  for  the  regulation 
of  their  own  mercantile  or  other  operations?"     And  your 
answer  is,  "  I  think  that  they  have,  perhaps  not  to  the 
full  extent  to  which  it  would  be  desirable,  but  to  a  much 
greater  extent  than  they  used  to  have  regard  to  that 
consideration."     If  they  have  a  regard  to  the  state  of  the 
foreign   exchanges  to  '  a  greater   extent   than   they-  had 
previously,  although  there  may  be  even  during  the  time 
of  adverse  exchanges  some  small  portions  of  gold  imported 

2  K 
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into  the  country,  can  the  Bank  have  any  difficulty  in 
ascertaining  what  the  general  tendency  is,  and  whether 
the  balance  is  in  favour  of  the  export  or  of  the  import  of 
gold? — No  doubt  under  ordinary  circumstances  the  Bank 
may  form  a  pretty  safe  judgment,  whether  the  gold  taken 
from  it  is  going  abroad  or  wliether  it  is  taken  for  internal 
purposes;  and  certainly  parties  largely  engaged  in  mer- 
cantile or  in  money  operations,  now  look  a  great  deal 
more  to  what  they  think  the  actual  state,  or  the  pro- 
bable future  state  of  the  foreign  exchanges  than  they  used 
to  do.  Their  judgment  is  founded  not  upon  a  positive 
and  certain  knowledge  of  what  proportion  of  the  gold 
going  out  of  the  Bank  is  so  drawn  out  by  the  foreign 
exchanges,  and  what  proportion  by  the  internal  demand, 
but  upon  the  general  consideration  that  there  is  ground 

to  apprehend  a  drain  of  gold. 

*  *  *  #  •* 

1386.  Was  there  not  at  that  time   (October  1847)  an 
influx  of  gold  into  this  country,  and  if  there  was,  does  not 
that  negative  the  possibility  of  there  being  any  profitable 
export  of  gold  ? — No ;  it  does  not  negative  that  necessarily. 
It  is  perfectly  possible  that  there  may  be  an  influx  of  gold 
from  the  continent  of  Europe,  and  an  efflux  to  the  United 
States.     If  I  recollect  right,  some  years  ago  that  process 
was  actually  going  on. 

1387.  If  the  efflux  to  the  United  States  was  not   so 
large  as  the  influx  from  the  continent  there  would  be  a 
balance? — There  would  be  a  balance  no  doubt. 

#.#-##.# 

1389.  What  is  your  complaint  against  the  manage- 
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ment  of  the  Bank  ? — My  complaint  is,  that  in  the  begin- 
ning of  1847,  the  Bank  held  a  total  amount  of  securities 
of  £27,900,000,  and  it  held  eight  millions  of  bank  notes  in 
its  banking  till ;  that  in  the  middle  of  April  it  had  reduced 
its  banking  reserve  to  £2,500,000,  which  was  an  unsafe 
and  improper  point  to  which  to  reduce  it,  and  that  that 
reduction  of  its  banking  reserve  had  been  caused  by  a 
large  increase  of  its  advances  upon  securities,  made  during 
a  heavy  drain  of  bullion. 

1390.  You  admit,  of  course,  that  a  reduction  of  the 
Bank's   advances   upon    private    securities    is,    in    other 
words,  a  reduction  in  the  accommodation  to  the  trade  of 
the  country  ? — It  is  a  reduction  in  all  probability  of  its 
advances  upon  discount  of  bills  of  exchange. 

1391.  Are  you  not  sensible  that  a  reduction  of  the 
accommodation  to  the  public,  in  the  shape  of  discount  or 
otherwise,  is  always  attended  with  considerable  pressure 
and  injury  to  the  trade  of  the   country  ? — A  reduction  of 
discounts  is  undoubtedly  accompanied  with  inconvenience, 
I  should  hesitate  to  admit  the  word  "  injury." 

1392.  Are  not  "inconvenience  "  and  "  injury"  rather 
synonymous  ? — No ;  because  I  apprehend  that  pressure 
on  many  occasions   although  inconvenient,  is  extremely 
salutary  and  beneficial. 

1393.  But  it  presses  severely  upon  individuals  con- 
cerned in  trade  ? — It  creates  inconvenience  at  the  time  to 
them. 

1394.  Are    you    also    of    opinion    that    fluctuations 
between   abundant  accommodation   on   the   part   of  the 
Bank   at  one   time,   and  very   restricted  accommodation 

2  K  2 
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on  the  part  of  the  Bank  at  another  time,  are  very 
injurious  to  trade,  and  much  to  be  avoided  ? — There  is 
no  doubt  about  it,  that  violent  fluctuations  in  matters 
of  that  sort  are  inconvenient  and  injurious,  and  it  would 
be  desirable  that  they  should  be  avoided,  but  we  must 
look  to  the  causes  from  which  they  proceed.  Any 
attempt  to  obviate  such  fluctuations,  without  really 
remedying  the  causes  which  produce  them,  would  only 
increase  the  mischief  and  not  diminish  it.  When,  for 
example,  from  any  cause  whatever,  there  occurs  a  great 
diminution  of  the  capital  which  had  been  previously 
calculated  upon  for  carrying  on  the  trade  of  the  country, 
the  inconvenient  consequences  which  arise  from  that,  viz., 
contraction  of  discounts  and  rise  in  the  rate  of  interest, 
are  absolutely  unavoidable,  and  any  effort  to  suppress 
those  consequences  by  artificial  contrivances  will  in  the 
end  produce  more  pressure  and  more  inconvenience  than 
would  have  arisen  from  leaving  them  to  take  their  natural 
course. 

1395.  But  you  do  not  doubt  that  it  is  desirable  for 
the  well-being  of  the  circulation  and  trade  of  the  country, 
to  keep  as  nearly  equal  as  possible  the  accommodation 
given  by  the  Bank  to  the  public? — It  is  certainly 
desirable  that  circumstances  should  so  combine,  that 
the  trading  world  should  not  be  subject  to  any  strong  or 
violent  changes,  but  if  the  causes  which  naturally  and 
necessarily  produce  changes  are  actually  in  operation,  it 
is  not  desirable  by  any  artificial  means  to  endeavour  to 
prevent  those  violent  results. 
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1397.  Returning  to  the  export  of  bullion, — the  Bank 
having  at  one  time  fourteen  or  fifteen  millions  of  bullion, 
and  then  having  it  reduced  by  four  or  five,  or  six  millions, 
do  not  you  think  it  would  have  been  desirable  that  the 
Bank  should,  if  it  could   be  done  consistently  with  its 
safety,  produce  as  little  pressure  and  distress  upon  the 
commercial  circulation  as  possible  ? — Certainly. 

1398.  Looking  to  the  efflux  of  gold  coin  and  bullion, 
it  appears  that  through  the  whole  of  last  year,  there  was 
not  an  ounce  exported  either  to  Holland,  to  Belgium,  or 
to  France,  and  that  in  short,  gold  was  exported  to  very 
few,  if  any,  of  the  ports  of  the  continent  of  Europe,  with 
the  exception  of  Portugal,  and  that  three-fourths  of  the 
whole  export,  namely,  838,000  ounces  out  of  a  million  of 
ounces,  were  entirely  to  the  United  States  of  America. 
Would  not  that  be  conclusive  with  you,  that  there  could 
not  have  been  any  state  of  foreign  exchanges  to  drain 
gold  from  this  country  to  the  continent,  and  that  the  only 
demand  which  was  of  any  consequence  as  threatening  the 
reserve  of  the  Bank,  was  the  demand  for  the  United  States 
of  America  ? — I  have  not  seen  the  paper  alluded  to,  and  I 
know  nothing  as  to  the  accuracy  of  the  facts  stated  ;  but  if 
I  understand  the  question,  it  merely  amounts  to  this,  that 
giving  me  the  fact  that  the  whole  export  of  gold  was  to 
the  United  States,  it  was  for  the  United  States  only  that 
there  was  a  demand  for  gold.    But  I  know  that  the  inter- 
communications  between    the   different   nations    of   the 
world,  and  the  modes  of  transferring  their  debts  from  one 
nation  to  another,  through  exchange  operations,  are  so 
varied  and  complicated,  that  I  should  hesitate  in  coming 
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to  the  conclusion,  that  because  the  gold  went  only  to  one 
country,  therefore,  it  was  with  one  country  only  that  we 
had  really  an  adverse  balance  of  trade. 

1399.  If  it  went  to  no  other  country  than  the  United 
States,  which  are  quite  distinct  in  their  geographical 
position  and  their  connexion  from  the  countries  of  the 
continent,  does  not  that  pretty  clearly  indicate  that  it 
was  an  extraordinary  local  demand  for  some  particular 
purpose,  and  not  an  indication  of  a  generally  unfavourable 
state  of  the  exchanges  of  this  country  ? — I  apprehend  that 
there  can  be  no  doubt  that  during  last  year,  the  main 
cause  of  the  unfavourable  state  of  the  exchanges,  was  the 
import  of  provisions ;  that  that  import  took  place  very 
largely  from  the  United  States  ;  and  that,  therefore,  it 
was  largely  to  the  United  States  that  we  had  to  make  the 
payment  in  return. 

1400.  Supposing  the  Bank  directors  to  have  had  at 
starting  rather  a  superabundant  quantity  of  coin  'and 
bullion,  running  to  fifteen  or  sixteen  millions,  before  the 
famine  or  the  great  demand  for  food  came,  and  the 
general  state  of  the  exchanges  with  the  continent  of 
Europe  not  to  have  indicated  danger,  would  it  not  have 
been  reasonable  in  them  to  have  formed  some  estimate  of 
what  might  be  the  probable  extent  of  the  demand  from 
America  for  this  extraordinary  purpose,  and  might  not 
they  therefore,  have  seen  the  departure  of  five  or  six  mil- 
lions of  gold,  without  conceiving  it  to  be  their  duty  to  put 
any  great  pressure  upon  the  commerce  of  the  country  by 
restricting  their  accommodation,  supposing  they  had  been 
acting  not  under  the  Act  of  1844,  with  the  issue  separated 
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from  the  banking  department,  but  under  their  old  system 
of  management?—!  have  no  hesitation  in  saying,  that 
under  no  system  of  management  could  the  Bank  of 
England  be  warranted  in  permitting  a  severe  drain  of 
bullion  to  continue  during  three  months, — a  drain  noto- 
riously arising  from  a  most  extraordinary  failure  of  the 
crops, — and  at  the  same  time  permitting  their  banking 
reserve  to  run  down  to  a  very  low  point,  without  resort- 
ing to  some  very  strong  measures  to  correct  this  state  of 
things. 

1401.  Supposing  a  second  failure  of  the  harvest  had 
taken  place,  and  that  instead  of  having  a  very  good 
harvest  at  the  end  of  last  year  we  had  had  a  repetition  of 
the  calamity  of  famine,  and  we  had  required  a  further 
supply  from  America,  then  every  calamity  of  that  descrip- 
tion must,  according  to  your  principle,  be  accompanied 
with  such  a  contraction  of  the  circulation  of  the  country, 
as  must  throw  things  into  that  confusion  in  which  we 
saw  them  last  October,  before  the  relaxation  of  the 
Act  by  the  letter  from  the  Treasury? — In  reply  to 
that  question,  I  can  only  say  that  a  second  failure 
of  the  harvest  would,  under  any  circumstances,  have 
been  a  most  formidable  calamity ;  but  under  the  Act 
of  1844,  we  should  have  been  better  prepared  to  meet 
it  than  under  the  old  system.  Under  the  old  system 
the  bullion  would  have  been  certainly  drained  out  during 
the  first  year  of  famine,  and  we  should  have  had  little 
or  no  gold  in  store  with  which  to  face  the  second 
calamity.  Under  the  Act  of  1844,  we  passed  through 
the  first  year  of  famine  with  eight  millions  of  gold  still  in 
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reserve,  and  we  should  have  had  that  advantage  at  least, 
and  it  would  have  been  no  trifling  advantage,  in  meeting 
the  second  calamity,  had  it  occurred. 

1402.  Of  what  use  can  it  be  to  the  Bank  to  have  that 
reserve  of  eight  millions  of  bullion  for  this  purpose,  when 
they   are   under   such   a   restriction,  that    having   eight 
millions  of  bullion  in  their  coffers  they  had  a  disposable 
reserve,  at  the  period  when  they  were  reduced  to  the 
lowest,  of  only  £1,170,000,  and  very  little  more  than 
half  a  million  of  notes  in  the  city  of  London  at  that  time  ? 
What  security  has  the  public  with   regard  to  the  position 
of  the  Bank  from  its  having  those  eight  millions,  if  those 
eight  millions  are  rendered  totally  unavailable  to  them  by 
the  fact  of  their  being  restricted  from  using  them  by  the 
Act  of  1844? — Perhaps  I  shall  better  answer  that  question 
by  begging  the  Committee  to  draw  a  complete  and  effectual 
distinction  between  the  issue  department  and  the  banking 
department  of  the  Bank.     Whatever  may  be  the  amount 
of  bullion   in   the  issue  department,   notes  to  the  same 
amount  are  put  out  by  that  department,  and  passed  by 
the  Bank  of  England  to  the  hands  of  the  public.  The  eight 
millions  of  bullion  alluded  to  in  the  question,  were  repre- 
sented by   eight  millions  of   notes  issued  to  the  public 
against  the  bullion.     The  advantage  which  the  Bank  and 
the  public  derive  at  any  time  from  a  large  amount  of 
bullion    in  deposit,  consists   in   the  corresponding   large 
amount  of  notes  which  are  issued  to  them,  and  remain  at 
their  disposal  against  that  bullion. 

1403.  But  in  point  of  fact,  at  the  period  before  men- 
tioned, namely,  on  the  3rd  of  October,  when  the  reserve 
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was  at  its  lowest,  the  Bank  had  as  its  disposable  means 
only  £1,176,000  of  notes  and  £4,290,000  of  bullion ;  and 
if  there  had  come  on  the  part  of  the  depositors,  or  of  any 
other  persons  having  claims  upon  the  Bank,  claims  to  that 
amount  upon  the  Bank,  the  Bank  would  have  been 
brought  to  a  stoppage  with  its  £8,000,000  of  bullion  in 
its  coffers? — Confusion  arises  from  not  keeping  the  issue 
department  entirely  separate  from  the  banking  department. 
The  Bank,  as  a  banking  concern,  had  not  £8,000,000  of 
bullion  in  its  coffers.  The  Issue  Commissioners  had 
£8,000,000  of  bullion  it  is  true.  Against  that  £8,000,000 
of  bullion,  they  had  issued  £8,000,000  of  notes,  and  the 
Bank,  instead  of  keeping  an  adequate  proportion  of  the 
notes  so  placed  at  its  disposal  in  its  own  banking  reserve, 
had  issued  them  to  the  public  to  such  an  extent  that  the 
banking  reserve  was  in  a  very  reduced  and  dangerous 
position. 

1404.  But  it  was  after  the   Government  letter  had 
been  issued  that  it  was  reduced  to  that  amount  ? — The 
principle  of  my  argument  is  the  same  whatever  period 
you  take. 

1405.  Was  not  there  another  advantage  to  be  derived 
from  that  large  amount  of  bullion,  which  you  state  to  have 
been  in  the  hands  of  the  issue  department  at  that  period, 
namely,  that  it  effectually  secured  the  convertibility  of  the 
currency? — No  doubt  that  is  the  object  aimed  at,  and  the 
advantage  secured  by  the  Act  of  1844.     The  very  parties 
who  are  now  complaining  that  there  was  a  large  amount  of 
bullion  lying  useless,  formerly  complained  that  the  bullion 
had  been  reduced  to  so  low  and  dangerous  an  amount. 
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Their  complaint  on  former  occasions,  I  think,  was  per- 
fectly reasonable,  but  now  it  seems  to  me  without  a 
shadow  of  foundation ;  because  all  the  bullion  that  is  in 
the  issue  department,  is  represented  by  notes  in  the  hands 
of  the  public,  and  as  the  bullion  fluctuates,  the  amount 
of  notes  in  the  hands  of  the  'public  fluctuates  likewise. 

1406.  Had  we  experienced,  both  in  1825  and  1839, 
that  when  the  amount  of  bullion  to  support  the  circula- 
tion of  the  notes  was  left  to  the  free  discretion  of  the 
Bank,   that   discretion  was  so  exercised   as  to  endanger 
the   convertibility    of  the   circulation  ?  —  Undoubtedly. 
The  Act  of   1844   arose   out  of  a   feeling  on   the  part 
of    the    public   that    on    the    three  occasions    of   1825, 
1837,  and    1839,   on  which  the   protection  of  the  con- 
vertibility of  the  notes   had    been    left   to    the    discre- 
tionary action  of  the  Bank  of  England,  that  safeguard 
had  proved  altogether  unsatisfactory,  and  the  converti- 
bility of  the  notes  had  been  exposed  to  danger,  the  recur- 
rence of  which  the  public  would  not  again  permit. 

1407.  Looking  at  the  management  of  the  Bank  upon 
the  last  occasion  with  reference  to  its  own  reserve,  which 
was  to  support  its  banking  operations,  the  Bank  having 
no  longer  the  circulation  to  support,  have  we  or  have  we 
not  any  reason  to  suppose  that   if  the  Bank  had  been 
allowed  to  deal  freely  with  the  reserve  of  bullion  in  the 
issue  department  we   should  have  been  exposed  to  the 
same    danger   as    before? — I   have  no    doubt    whatever 
that  if  the  Bank  had  not  been   restrained  by  the  posi- 
tive provisions  of  the   Act  of  1844,  the  continuance  of 
that  course  which  it  had  pursued  from  January  to  April 
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1847  would,  in  a  very  short  time,  have  ended  in  a  sus- 
pension of  specie  payments. 

1408.  In  a  question  put  to  you  it  was  assumed  that 
the  Bank  was,  in  October  1847,  in  possession  of  eight 
millions  of  gold  in  its  coffers.     Supposing  it  be  correct  to 
take  the  issue  department  as  a  portion  of  the  Bank  of 
England,  and  to  permit  that  the  Bank  was  in  possession 
of  eight  millions  of  gold  at  that  period,  do  you  conceive 
that  it  is  at  all  likely  that  if  they  had  not  been  placed 
under  the  restrictions  of  the  Act  of  1844  they  would  have 
been  in  the  possession  of  that  amount  of  bullion  ? — No. 
Had  the    Act    of    1844  not  been  in  existence  I  firmly 
believe   the    Bank  would    have  lost    all  its  gold  in  the 
summer  of  1847. 

1409.  Therefore  any   argument  proceeding  upon  the 
assumption    that     the    Bank    was,    in    October   last,   in 
possession    of  eight  millions  of   gold,  is  based  upon  an 
assumption  which  is  not  to  be  conceded  as  likely  to  hap- 
pen except  under  the  restrictions   of  the  Act  of  1844  ? 
— I  believe  most  firmly  that  if  the  Act  of  1844  had  not 
been  in  existence  the  monetary  trial  to  which  the  country 
was  exposed  in  the  spring  of  1847  would  have  ended  in 
the  exhaustion   of  the  gold  and  suspension  of  specie  pay- 
ments.    But  with  regard  to  the  store  of  gold  in  the  issue 
department,  it  seems  to  me  important  that  it  should  be 
clearly  understood  that  all  the  advantages  to  be  derived 
from  that  gold  as  forming  part  of  the  circulation  are  really 
accorded  to  the  public  through  the  representative  of  that 
gold,  viz.,  the  bank  notes.     You  put  the  gold  into  store, 
and  instead  of  the  gold  you  receive  for  your  convenience 
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bank  notes.  That  being  done,  you  must  not  afterwards 
say,  t(  But  we  have  got  so  much  gold  in  the  cellar  it  is 
absurd  not  to  use  it."  The  answer  is,  "Well,  use  the 
gold,  but  then  give  back  the  bank  notes  which  have  been 
issued  to  you  against  that  gold^  otherwise  you  want  to 
have  both  the  notes  which  represent  the  gold  and  the 
gold  itself  in  circulation  at  the  same  time.'5 

1410.  With  respect  to  the  mode  in  which  you  esti- 
mate the  amount  of  bullion  :  it  was  put  to  you  whether 
the  Bank  had  not  a  large  amount  of  bullion  in  its  coffers 
in  the  beginning  of  the  year  1847,  and  you  stated  that 
there  were  £14,900,000  of  bullion  in  the  coffers  of  the 
Bank ;  will  you  explain  how  you  calculate  that  the  Bank 
had  so  large  a  revenue  at  that  period  in  its  coffers  ?  — 
I  take  that  from  the  Bank  returns  in  the  "  Gazette." 

1411.  On  the  2nd  of  January,  1847,  it  appears  that  in 
the  issue  department,  the  Bank  had  £  11,788,000  of  gold 
and  £2,469,000  of  silver  bullion;    those  two  make  to- 
gether   about    £14,000,000?  --  Yes;     and    they    had 
£693,000  in  the  banking  department. 

1412.  Then  you  take  those  three  sums  together? — 
When   I    speak  of   the  bullion,    I   take  the  amount  of 
bullion  against  which,  according  to  the  published  Gazette 
returns,  notes  are  issuable.     On  the  2nd  of  January,  the 
total  bullion  was  £14,951,000,  and  the  total  notes  were 
£28,258,000,  that  being  the  amount  of  bullion  plus  the 
£14,000,000  of  notes  issued  against  securities.     But   I 
apprehend   that   there   must  be  deducted  the  £693,000 
bullion  in  the  banking  department,  against  which  notes 
were  not  issued,  that  gold  being  itself  in  circulation,  not 
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in  deposit  with  the  issue  department.  That,  by  the  by, 
illustrates  what  I  stated  in  a  former  answer.  Against 
that  £693,000  gold  which  is  placed  at  the  command  of 
the  Bank  in  its  banking  department  notes  are  not  issued, 
and  for  this  obvious  reason,  that  if  notes  were  issued 
against  that  gold,  we  should  be  using  the  same  thing 
twice  over,  viz.,  the  gold  and  notes  representing  the 
gold. 

1413.  In  short,  it  was  your  intention,  in  answering 
the  question,   to  observe   the  rule   which  you  had  laid 
down  with  respect  to  other  questions,  namely,  that  the 
issue  department  and  the  banking  department  should  be 
kept  quite  separate  ? — Totally  separate. 

1414.  You    have   stated  that  you  consider  that,    in 
fact,  the  operation  of  this  Act  did,  in  the  spring  and  the 
autumn  of  1847,  contribute  to  maintain  an  amount  of 
bullion  in  the  coffers  of  the  Bank,  which  prevented  any 
catastrophe;    but  is  it  not  the  fact  that,   with   all   this 
amount   in    the  coffers  of  the  Bank,  if,  on  the  30th  of 
October,  there  had  come  a  demand  upon  the  Bank  for 
seven    or   eight   hundred   thousand   pounds    out   of   the 
£8,911,000  of  deposits   the   Bank  would   have  stopped 
payment  ;  and  would  not  a  stoppage  of  payment  in  the 
banking  department  have  been  just  as  fatal  to  the  credit 
of  the  Bank,  and  to  the  interest  of  the  community,  as  a 
failure  of  any  other  description  ;  and  therefore  did  not 
the  system  of  1844  bring  you,  in  fact,  very  close  upon 
the  brink  of  danger,  by  creating  an  artificial  limit  to  the 
action  of  the  Bank  ? — I  apprehend  the  question  is  this : 
Whether,   notwithstanding  that  the  Act  of  1844  main- 
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tained  eight  millions  of  bullion  in  the  issue  department 
on  the  30th  of  October,  yet  as  there  was  an  insufficient 
banking  reserve  in  the  Bank  at  that  time  to  meet  its 
engagements,  might  not   the    banking  department  have 
stopped  payment  ? — Undoubtedly  that  result  was  possible ; 
but  that  result  is  in  no  way  chargeable  upon  the  Act  of 
1844,  nor  does  it  furnish  any  imputation  upon  its  effi- 
ciency.    The  Act  of  1844  was  passed  for  the  protection 
of  specie  payments,  and  that  Act  seems  to  me  to  have 
done  its  duty  most  efficiently  under  a  trial  more  severe 
probably  than  any  to   which  this  monetary  system  has 
before  been  exposed.     It  maintained  in  the  hands  of  the 
public  an    unusually  large  amount  of  notes,  and  at  the 
same    time    protected    the    convertibility   of  that  large 
amount  of  notes  by  an  amount  of  specie  much  larger  than 
on  any  former  occasion  of  a  similar  character.     But  it 
was  distinctly  stated  by  Sir  Eobert  Peel,  when  intro- 
ducing the  Act,  that  he  left  the  Bank  of  England  in  its 
banking   capacity   untouched  and   uninterfered   with,   to 
manage  its  affairs  according  to  its  own  discretion,  like 
any  other  banking  concern.     Whether  the  Bank  of  Eng- 
land managed  its  own  affairs  wisely  or  unwisely,  safely  or 
unsafely,  is  quite  a  separate  and  distinct  question,  which 
does  not  in  the  slightest  degree  touch  the  efficiency  of  the 
Act  of  1844  for  the  protection  of  the  convertibility  of 
the  notes,  the  only  purpose  for  which  it  was  really  effi- 
cient or  intended  to  be  so. 

1415.  But,  in  point  of  fact,  the  Bank  would  have 
stopped  payment  if  out  of  £8,900,000  private  deposits 
a  demand  had  come  upon  the  Bank  for  less  than  one 
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million  ? — There  is  no  doubt  that  the  banking  reserve  of 
the  Bank  was  reduced  to  an  extent  dangerously  low. 

1416.  And  were  not  they  obliged  in  consequence  of 
that  to  put  a  very  heavy  pressure  upon  commercial  ac- 
commodation ? — I  totally  deny  that  fact,  and  I  appeal  to 
the  published  returns  in  support  of  the  denial.     At  the 
very  moment  spoken  of,  the  total  amount  of  securities  in 
the  hands  of  the  Bank  was  £31,000,000,  and  the  total 
amount   of  the  private  securities   was  £20,000,000,   an 
amount  almost,  I  believe,  altogether  without  a  precedent. 
Therefore  I  cannot  understand  how  any  person  can  say 
that  at  that  time  the  Bank  of  England  was  putting  a 
severe  pressure  upon  the  mercantile  world,  when,  in  point 
of  fact,  the  notes  in  the  hands  of  the  public  were  to  an 
amount  almost  unexampled,  and  whilst  the   amount   of 
accommodation  given  to  the  public  by  the  Bank  in  the 
form  of  discounts  was  an  amount  which  I  believe  had 
never  been  known  before. 

1417.  Will  you  state  what  was  the  rate  of  interest  at 
the  time  when  you  say  there  were  £20,000,000  of  securi- 
ties at  which  the  Bank  was  offering  accommodation,  or 
which  it  was  demanding  from  persons  necessitated  to  go 
to  the  Bank  for  accommodation  ? — The  rate  of  interest 
was  high.     I  think  it  was  eight  per  cent. 

1418.  You  have  not  seen   the  Bank  return  showing 
the  highest  rate  in   October  to  be  nine  and  a  half  per 
cent.  ? — It  is  impossible  to  fix  the  precise  amount,  but  it 
was  unusually  high. 

1419.  Are  you  aware  of  any  parties   going   to   the 
Bank,  and  even  a  larger  amount  of  interest  than  that 
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being  asked  from  them  ? — I  am  aware  of  applications  to 
the  Bank  of  what  I  should  not  call  an  ordinary  or  correct 
character,  where  the  Bank,  I  think,  very  properly  charged 
a  very  high  rate. 

1420.  What  do  you  mean  by  "  applications  not  of  an 
ordinary  or  correct  character  ?" — I  mean  applications  from 
parties    who   ordinarily    are   expected    to  take  care   of 
themselves,  and  not  to  have  to  apply  to  the  Bank  for 
assistance. 

1421.  Do  not  you  think  that  it  must   put   a   very 
severe  pressure  upon   the  commercial  world  to  demand 
ten  per  cent,  for  ordinary  mercantile  accommodation  ? — 
I    think   it   very   important    to    distinguish   between   a 
pressure  upon  the  commercial  world  arising  from  a  high 
rate  of  interest,  that  high  rate  of  interest  arising  from 
the   want  of  adequate   capital  to   support  the  immense 
extent   of  mercantile   and  other  operations  which  have 
been  entered   into,  and   a  pressure  put  upon  the  com- 
mercial   world    by   any   direct   action   of   the    Bank   of 
England.     The  Bank  of  England,  so  far  from  putting 
any  pressure  on  the  commercial  world,  actually  endan- 
gered its  own  position  by  going  to  an  improper  extent  in 
endeavouring  to  alleviate  the  pressure. 

1422.  You  state,  as  a  proof  that  the  Bank  went  to  a 
greater  extent  than  usual  in  giving  accommodation,  that 
the  number  of  notes  in  the  hands  of  the  public  at  the 
time   was   unusually  large.     Are  you  prepared  to  state 
that   those   notes   were  in  circulation   at   the  time? — I 
apprehend  that  we  must  in  all  scientific  reasoning  upon 
this  subject  take  the  notes  in  the  hands  of  the  public  to 
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be  notes  in  circulation.     I  know  no  other  meaning  of  the 
expression. 

1423.  In   the  evidence   which  you  gave   before   the 
House  of  Commons  Committee  in  July,  184.0,  you  stated 
in  reference  to  the  state  of  things  in  the  month  of  June, 
1838,  "  There  arose  a  state  of  great  public  alarm,  which 
acted  in   a  manner  tantamount  to  a  contraction  of  the 
circulation."     Taking  that  principle  so  clearly  laid  down 
by  you  into  account,  would  the  amount  of  notes  which 
had   been   issued   from    the    Bank   measure    the   actual 
amount  that  were  in  actual  circulation  at  that  time? — 
I  consider  that  the  amount  of  notes  in  the  hands  of  the 
public  and  the  amount  of  notes  in  the  Bank  till   con- 
stitute the  amount  of  notes  in  circulation.     It  is  perfectly 
true  that  the  circulation  may  be  in  a  more  active  or  in  a 
more  dormant  state.     It  is  perfectly  true  that  the  same 
amount  of  notes  will,  at  different  times,  be  more  efficient 
in  performing  the  functions  of  circulation,  that  in  propor- 
tion as  confidence  is  firm  the  circulation  is  more  efficient, 
and    as    confidence   is    shaken   circulation   becomes    less 
efficient.     A  diminished   efficiency  of  circulation   and  a 
contraction  of  the  amount  in   circulation  may,  in  some 
respects   produce  the   same  results;    but  they   are  still 
totally  different  things. 

1424.  At  the  period  of  time  to  which  your  late  evi- 
dence has  applied,   in  October,  1847,   was  there   not   a 
great  btate  of  alarm,  which  acted  in  a  manner  tantamount 
to  a  reduction  of  the  circulation  ? — In  October,  there  was 
a  great  disturbance  in  the  state  of  confidence,  which  ren- 
dered the  circulation  less  efficient  for  its  purposes. 

2  L 
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1425.  Does  not  such  a  state  of  disturbance  of  public 
confidence  necessitate  an  increase  of  the  reserves  which 
all  men  under  great  pecuniary  engagements  must  keep  in 
order   to   answer   those  engagements  ?  —  In   a  period  of 
disturbed   confidence   the  reserves  of  bankers  are  aug- 
mented. 

1426.  Within  your  experience,  do  you  know  any  time 
in  which  there  was  a  greater  disturbance  of  credit,  so  as 
to  necessitate  an  increase  of  the  reserves  than  there  was 
in  that  month  of  October,  1847? — I  believe  that  the  dis- 
turbance of  credit  was  greater  and  more  widely  spread  in 
1825  than  it  was  in  184?. 

1427-  But  it  was  very  great  in  184?  ? — Certainly. 

1428.  Then  if  the  circumstances  of  the  general  com- 
mercial and  banking  interests  were  such  as  to  produce  an 
effect  upon  the  circulation  which  was  tantamount  (using 
the  words  which  you  used  in  1840)  to  the  contraction  of 
the  circulation,  can  the  Committee  infer  from  the  actual 
amount  of  notes  out  that  the  pressure  was  not  felt  and 
that  the  circulation  was  adequate  ? — I  do  not  like  com- 
bining those  two  things.     I  cannot  say  that  the  pressure 
was  not  felt,  because   there  is  no  doubt  that  there  was  a 
very  severe  pressure  felt  in   October,  but  it  does  not  fol- 
low from  that  admission  that  the   circulation  was  inade- 
quate.      Various    meanings    may   be    attached    to   that 
expression,  and  it  is  upon  those  meanings  that  the  whole 
question  will  turn. 

1429.  You  have  referred  to  the  increase  of  circulation 
and  the  increase  of  the  securities  as  a  proof  that  there  was 
sufficient    accommodation    given  ? — I  referred   to    it    as 
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showing  that  there  was  as  much  accommodation  given  as 
could  be  given  under  the  circumstances.  I  do  not  say 
sufficient  accommodation,  if  by  "  sufficient"  is  meant  suffi- 
cient to  allay  the  pressure. 

1430.  You  have  referred  to  those  facts  as  being  the 
exponents  of  the  amount   of  accommodation  which   was 
given ;  but  if  contemporaneously  with  that  there  was  a 
diminution  in  the  activity   of  the  circulation  which  was 
tantamount  to  its  contraction,  is  there  any  mode  of  dis- 
tinguishing   between    those   effects    which   would    have 
arisen  from  actual  contraction  and   those  arising  from  the 
operation  of  an  agent  which  was  tantamount  to  contrac- 
tion ? — Some  of  the  effects  will  be  common  to  the  two 
causes ;  of  course  those  cannot  be  distinguished,  but  it 
seems  to  me  that  if  there  had  not  been  that  diminished 
efficiency   of    circulation   to   which    my    expression    was 
applied,    as   being    tantamount   to  a  contraction  of  the 
circulation,  we  should   not  have  succeeded  in  protecting 
our  specie  payments.     The  amount  of  notes  in  the  hands 
of  the  public  was  not  diminished.     I  think,  unless  there 
had  been  a  diminished  efficiency   of  those  notes  in  dis- 
charging the  purposes  of  circulation   we  should  not  have 
maintained  specie  payments. 

1431.  You  stated  that  a  want  of  confidence  is  tanta- 
mount to  a  contraction  in  the  circulation  ? — It  produces  a 
diminished  efficiency  in  the  circulation. 

1432.  Do  not  you  think  that  any  thing  which  pro- 
duces that  want  of  confidence  is  objectionable  ? — I  think 
that  any  thing  which  produces  want  of  confidence  is  per 
se  undesirable. 

2  L  2 
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1433.  Should  not  you,  as  a  banker,  having  an  amount 
of  exchequer  bills  and  other  securities,  look  to  the  state 
of  the  reserve  in  the  Bank  of  England  in  conducting  your 
business  ? — I  think  it  most  important  to  attend  to  that 
consideration. 

1434.  And  the  knowledge  that  the  Bank  cannot  issue 
beyond  a  certain   amount  of  notes  may  induce  you  to 
realize  your  securities  ? — Considering  the  great  magnitude 
of  the  operations  of  the  Bank  of  England  and  the  extent 
to  which  all  subordinate  concerns  look  to  it,  and  in  some 
degree  depend  upon  it,   any  diminution  of  the  banking 
reserve  of  the  Bank  of  England  is  important ;  it  is  cer- 
tainly calculated  to  excite  attention,  and  to  put  all  parties 
upon  their  guard. 

1435.  Were  you  rightly  understood  to  say  that  if  there 
had  not  been  a  diminution  in  the  efficiency  of  the  circula- 
tion the  Bank  would  not  have  been  able  to  secure  the 
convertibility  of  its  paper? — I  meant  to  state  substantially 
that  I  thought  that  the  protection  to  the  bullion  against 
the  effect  of  the  drain  was  derived   upon  this   occasion 
more  from  the  diminished  efficiency  of  the  notes  in  the 
hands  of  the  public  than  from  the  actual  diminution  in 
the  amount  of  them.     If  we  take  the   notes  with   the 
public  and  the  notes  in  the  banking  till  together,  then 
of  course  the  amount  of   the  circulation   so  understood 
necessarily  diminishes  with  the  decrease  of  the  bullion. 

1436.  Is  not  your  last   statement  strictly  coincident 
with  and  explained  by  an  answer  which  you  gave  in  1840, 
in  which  you  stated  that  the  stoppages  and  the  drains  of 
1838  and  1839  "  arose  from  a  great  state  of  public  alarm 
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which  tended  to  render  a  certain  quantity  of  circulating 
medium  less  effective  for  its  purposes"  than  it  would 
otherwise  have  been? — That  answer  has  reference  to  the 
same  principle. 

1437.  Both  that  answer  and  your  present  evidence 
assume  that  a  given  amount  of  circulation  has  a  different 
effect  at  different  times  according  to  the  state  of  credit  ? — 
A  given  amount  of  circulation  is  no  doubt  more  or  less 
efficient  according  to  the  existing  state  of  credit. 

1438.  Does  not  the  circulation  act  upon  prices,  and 
does  not  it  act  upon  the  foreign  exchanges  of  the  country 
not  merely  in  proportion  to  its  quantity  but  in  proportion 
to  its  efficiency  likewise  ? — The  efficiency  of  the  circula- 
tion is  one  of  the  considerations  demanding  attention  when 
we  enter  upon  the  question  of  the  effect  of  the  circulation 
upon  prices  and  upon  the  exchanges. 

1439.  You  admit  the  fact  that  any  given  numerical 
amount  of  notes  out  may  under  different  circumstances 
be  in  excess  or  not  in  excess,  or,  in  other  words,  that 
there  is  no  judging  of  the  propriety  or  fitness  of  the 
amount   of  notes   out   by   their   numerical   quantity  ? — 
Then  I  am  afraid  I  have  been  totally  misunderstood  in 
my  answers.      The   numerical  quantity,   that  is   to  say, 
the  proportion  of  notes  to  bullion  in  deposit,  I  consider 
an  essential  determining  circumstance  in  reference  to  the 
question  whether  the  notes  out  are  too  many  or  too  few, 
whether  they  are  in  excess  or  not  in  excess,  whether 
they  are   of  the  proper  amount  or  less  than  the  proper 
amount.     What  I  stated  is,  that  according  to  the  existing 
state  of  credit  any  given  amount  of  notes  may  be  more  or 
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less  efficient,  as  also  any  given  amount  of  coin  may  be 
more  or  less  efficient.  I  take  it  that  the  paper  circulation 
is  to  be  the  same  in  amount  as  a  metallic  circulation, 
and  a  metallic  circulation  will  be  more  or  less  efficient  ac- 
cording to  the  state  of  credit  and  of  confidence.  If  under 
a  diminished  state  of  confidence  a  metallic  circulation 
becomes  insufficient  for  its  purposes,  the  consequence  will 
be  that  an  additional  supply  of  the  precious  metals  will  be 
brought  into  the  country,  and  thus  increase  the  circulation. 
1440.  You  must  have  seen  in  your  own  time  instances 
where  there  has  been  discredit  of  country  banks,  and 
where,  for  the  purposes  of  obviating  that  discredit,  they 
have  drawn  a  much  larger  amount  of  Bank  of  England 
notes  than  they  usually  wanted,  and  perhaps  in  many 
instances  more  than  they  were  likely  to  want,  from  mere 
apprehension.  Supposing,  for  instance,  when  Mr.  Brodie's 
bank  broke  at  Salisbury,  an  alarm  had  gone  through  the 
country  districts,  and  the  country  banks  had  sent,  one  for 
.€10,000,  and  another  for  £20,000,  and  in  that  way  a 
large  amount  of  notes  had  been  demanded  from  the  Bank 
of  England  for  the  purpose  of  meeting  discredit  in  some 
cases,  and  for  the  purpose  in  other  cases  merely  of  guard- 
ing from  fear  and  apprehension  timid  men  in  their  business, 
as  bankers ;  under  those  circumstances  might  not  several 
millions  of  Bank  of  England  notes  be  required  for  a  par- 
ticular case  of  that  description,  which  might  be  safely  issued 
without  any  apprehension  of  such  an  issue  of  notes  bring- 
ing a  drain  on  the  Bank  of  England  for  gold,  particularly 
having  reference  to  the  case  of  1825,  when  you  will  pro- 
bably recollect  that  in  a  period  of  distress  the  Bank,  having 
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nothing  remaining  in  its  coffers,  re-established  credit  and 
confidence  in  the  country  by  a  large  issue  of  Bank  notes  ? 
—It  is  possible  no  doubt  that  the  course  of  events  assumed 
in  the  question  may  occur.  The  same  combination  of  cir- 
cumstances might  also  take  place  with  a  metallic  currency. 
All  that  a  paper  currency  pretends  to  do  is  to  give  to  the 
public  the  convenience  of  paper  money,  when  they  would 
otherwise  have  the  mechanical  inconvenience  of  using 
metallic  coin.  Destruction  or  diminution  of  confidence, 
producing  serious  inconvenience,  may  arise  in  various 
forms  either  with  a  metallic  currency  or  a  paper  currency. 
If  it  is  intended  to  raise  the  question  whether  a  paper  cir- 
culation may  be  so  arranged  as  to  give  to  the  public 
conveniences  and  ease  under  a  restriction  of  credit  and 
confidence  which  metallic  money  could  not  give  to  it,  then 
that  question  must  be  regularly  and  distinctly  followed 
out  into  all  its  details.  I  confess  that  I  very  much  doubt 
whether  that  be  practicable.  I  think  the  attempt  would 
involve  a  danger  much  greater  than  the  benefits  which 
would  attend  it.  Confidence  may  be  disturbed  from 
various  causes  under  a  metallic  or  under  a  paper  circula- 
tion, and  when  so  disturbed,  the  circulation,  under  any 
conceivable  system  of  management,  may  prove  insufficient 
for  obviating  all  the  inconvenient  consequences.  For  in- 
stance, suppose  a  panic  seized  the  great  mass  of  depositors 
in  this  country ;  we  know  that  an  issue  of  twenty,  thirty, 
forty  or  fifty  millions  of  money  might  not  be  sufficient  to 
meet  the  difficulty.  Suppose  again,  that  one  half  of  the 
existing  country  banks  failed,  there  is  no  doubt  that  there 
would  be  a  demand  for  currency  under  those  circumstances 
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which  a  metallic  circulation  would  not  supply,  and  which 
a  paper  circulation,  regulated  upon  any  principles  that  I 
believe  to  be  safe  for  ordinary  purposes,  would  be  insuf- 
ficient to  meet.  Those  are  peculiar  and  extraordinary 
emergencies,  possible  but  not  reasonably  probable  contin- 
gencies, which  you  may  imagine,  but  which,  if  they  occur, 
will  probably  assume  a  form  which  has  not  been  antici- 
pated, and  which  can  only  be  provided  for  by  some 
extraordinary  measure  at  the  moment.  No  prospective 
provisions  would  probably  be  found  to  meet  the  real 
difficulty  that  occurs. 

1441.  But  in  the  year  1825  we  did  meet  the  diffi- 
culty by  the  issue  of  a  large  amount  of  paper  beyond  that 
which  would  ordinarily  have  been  prudent  on  the  part  of  the 
Bank,  -the  Bank  at  the  time  knowing  that  the  foreign 
exchanges  were  not  unfavourable,  and  that  the  paper  was 
merely  wanted  to  stay  the  panic  in  the  country,  and  was 
not  likely  to  come  upon  them  for  payment  in  specie.  Is 
it  not  then  desirable  that  the  Bank  should  in  all  its  transac- 
tions have  the  power  of  considering  all  the  circumstances 
of  the  position  in  which  it  stands,  and  of  determining 
whether  there  is,  upon  a  consideration  of  all  its  circum- 
stances, any  danger  in  issuing  a  certain  amount  of  paper  at 
one  time  which  might  be  dangerous  at  another;  and  if  that 
be  so,  is  not  that  discretion  entirely  taken  away  from  the 
Bank  by  the  Act  of  1844,  which  proceeds  merely  upon  the 
figures  without  any  consideration  of  the  attending  circum- 
stances?— The  occurrences  of  1825  constitute  a  very  pecu- 
liar case.  There  existed  then  a  large  mass  of  country  banks 
issuing  paper  notes  without  any  restriction  or  control. 
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Whilst  that  system  was  in  existence  it  was  impossible  to 
place  the  paper  circulation  of  the  Bank  of  England  upon 
any  satisfactory  principle.  The  phenomenon  which  then 
occurred  was  this ;  in  one  week  there  occurred  a  destruc- 
tion of  about  seven  millions  of  the  issues  of  country  banks, 
and  the  Bank  of  England  did  not  at  that  time  really 
increase  the  aggregate  paper  circulation  of  the  country, 
although  it  put  seven  millions  of  Bank  of  England  notes 
in  the  place  of  those  seven  millions  of  country  bank  notes 
which  had  been  suddenly  and  abruptly  destroyed.  That 
no  doubt  was  an  action  which  you  could  not  bring  under 
any  principle,  because  the  state  in  which  the  country  issues 
existed  at  that  time  was  amenable  to  no  principle.  It  is 
presumed  that  under  recent  regulations  those  country 
issues  are  sufficiently  protected  from  the  recurrence  of 
the  catastrophe  which  took  place  in  1825. 

1442.  Are  not  those  country  bankers  just  as  much 
exposed  to   be  run  upon  by  their  depositors  as  if  they 
were  issuers  of  notes,  and  may  not  a  country  bank  be  just 
as  much  in  want  of  Bank  of  England  paper  even  if  it  does 
not  issue  any  notes  at  all? — The  question  appears  to  con- 
found the  different  functions  of  issuing  and  of  banking. 
A  banking  concern,  which  is  also  an  issuing  body,  may  no 
doubt  have  a  pressure  upon  it  arising  either  from  a  de- 
struction of  confidence  in  its  issues  or  arising  from  calls  in 
its  banking  business. 

1443.  You  have  stated  that  the  large  issues  of  the 
Bank  in  1825  are  to  be  regarded  to  a  great  extent  as  a 
substitute  for  notes  withdrawn  rather  than  any  positive 
addition  to  the  circulation,  but  can  you  say  in  what  state 
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the  foreign  exchanges  were  at  that  time,  whether  they 
were  not  at  the  period  when  that  substitution  took  place 
in  favour  of  the  country  ? — I  speak  with  some  hesitation 
about  the  state  of  the  foreign  exchanges  in  1825.  My 
impression  is,  that  the  foreign  exchanges  then  took  that 
course  which  they  ordinarily  take  under  such  circum- 
stances; that  in  the  early  part  of  the  year  they  were 
against  this  country,  that  the  pressure  which  occurred 
corrected  those  foreign  exchanges,  and  that  just  at  the 
last  stage  of  the  pressure  the  foreign  exchanges  turned 
and  became  favourable. 

1444.  Assuming  the  exchange  to  have  been  in  favour 
of  England  at  that  time,  would  not  that  operation  of  the 
Bank  issuing  seven  millions  of  notes,  whether  they  were 
in  substitution  or  in  addition,  have  been  a  safe  one ;  and  if 
there  had  been  an  adverse  exchange  would  it  not  have 
been  an  unsafe  one  ? — No,  I  think  not.     If  there  had  been 
an  adverse  exchange  it  would  have  been  necessary  that 
there  should  be  a  contraction  of  the  aggregate  circulation. 
But  a  substitution  of  one  form  of  circulation  for  another 
under  such  peculiar  and  exceptional  circumstances  as  those 
of  1825  would  have  been  quite  a  separate  transaction,  in- 
dependent of  and  not  to  be  regulated  by  the  same  principle 
as  that  contraction  of  the  aggregate  circulation  which  an 
adverse  state  of  the  foreign  exchanges  would  have  neces- 
sitated. 

1445.  But  supposing  it  may  be  inferred  from   your 
answer  that  with  those  adverse  exchanges  a  contraction  of 
the    circulation   would  have    been    required    to    preserve 
the  convertibility  of  the  paper,  would  not  a  substitution 


ON   COMMERCIAL   DISTRESS.  523 

of  notes  by  the  Bank  to  the  full  extent  of  the  notes  with- 
drawn have  been  the  very  opposite  of  that  contraction, 
namely,  the  maintenance  of  the  circulation  at  its  former 
amount? — That  arises  from  blending  two  transactions 
together.  To  understand  the  real  rationale  of  them  we 
must  view  them  separately.  If  the  exchanges  were 
against  us,  it  was  necessary  that  the  aggregate  paper  circu- 
lation of  the  country  should  be  contracted ;  but  if  during 
that  process  a  complete  destruction  of  the  whole  paper 
circulation  of  country  banks  took  place,  I  take  it  that 
looking  at  that  fact  quite  separate  from  the  other  considera- 
tion, it  was  right  in  every  sense  and  safe  that  the  Bank  of 
England  should  substitute  its  own  notes  in  the  place  of 
the  country  notes  so  destroyed.  But  then  whatever  con- 
traction was  previously  incumbent  upon  the  aggregate 
circulation  formed  of  the  Bank  of  England  notes  and  the 
country  notes  together  would  then  be  incumbent  upon 
the  Bank  notes  alone,  and  that  must  be  effected. 

1446.  Supposing,  for  example  sake,  that  the  circula- 
tion anterior  to  the  failure  of  the  country  banks  had  been 
twenty -five  millions,  and  that  that  was  a  circulation  which 
required  contraction  in  reference  to  the  state  of  the  ex- 
changes, and  that  five  millions  forming  the  country  circu- 
lation is  withdrawn,  and  five  millions  of  the  Bank  of 
England  paper  substituted,  would  not  the  twenty-five 
millions  then  consisting  altogether  of  Bank  of  England 
paper  have  required,  for  the  sake  of  securing  convertibility, 
the  same  process  of  contraction  which  the  twenty  millions 
of  Bank  of  England  paper,  plus  the  five  millions  of  country 
paper,  would  have  required  ? — Undoubtedly. 


524  EXTRACTS   FROM    EVIDENC'E 

1447.  Would  not  a  different  operation  with  respect  to 
the  amount  of  notes  issued    be  rendered   necessary  and 
prudent  in  a  case  in  which  the  exchange  is  adverse  to  the 
country,  as  compared  with  a  case  in  which  the  exchange 
is  favourable  to  the  country  ? — The  two  things  are  sepa- 
rate and  distinct.     It  seems  to  me  that  we  are  merely 
discussing  about  the  mode  of  expressing  ourselves ;  there 
is  no  real  difference  of  opinion.     Under  an  adverse  ex- 
change the  aggregate  circulation  ought  to  be  contracted ; 
but  it  is  possible  that  under  an  adverse  exchange  there 
may  be  a  substitution  of  one  portion  of  the  circulation  for 
another  portion,  which  may  be  effected  without  reference  to 
the  other  and  distinct  duty  of  contracting  the  aggregate 
amount  of  the  circulation. 

1448.  Under   an   adverse    exchange   the    circulation 
ought  to  be  contracted,  under  a  favourable  exchange  no 
such  necessity  exists? — Exactly. 

1449.  Does  the  Act  of  1844  in  any  shape  whatever 
recognize  the  principle  of  making  any  difference  according 
to  whether  there  is  an  adverse  or  a  favourable  exchange  ? 
— It  recognizes  the  principle  as  tested  by  the  state  of 
the  bullion.     The  Act  of  1844  simply  proceeds  upon  this 
plain  principle :   It  says,  we  will  give  to  the  public  four- 
teen   millions   of    notes  issued   upon   securities    without 
any  reference  to  bullion  ;  after  that  we  leave  the  public 
to  decide  for  themselves  what  additional  quantity  of  circu- 
lation they  will  have ;  whatever  quantity  of  bullion  they 
choose  to  place  in  the  issue  department  shall  be  returned 
to  their  hands  in  the  more  convenient  form  of  notes.     The 
public  may  then  decide  for  themselves  what  quantity  of 
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notes  they  will  have,   by  bringing  more   or  less  bullion 
to   the  issue  department. 

1450.  Then  the  principle  of  the  Act  of  1844  has  re- 
ference purely  to  the  amount  of  bullion  at  any  one  time 
as  compared  with  another  time,  and  has  no  reference  to 
the  question  whether  that  bullion  has  increased  or  dimi- 
nished by  the  action  of  the  foreign  exchanges  or  from  any 
other   cause  ? — The  Act  of  1844  substantially  does  not 
look  to  the  causes  of  an  increase  or  diminution  of  bullion. 
It  merely  says  to   the  public,  if  you  like  to  have  the 
bullion  coined,  and  to  use  it  in  that  form,  you  shall  have 
it ;  if  you  do  not  like  that,  and  like  to  deposit  your  bullion 
in  our  cellars,  you  shall  have  the  convenience  of  having 
notes  in  its  stead. 

1451.  Yet  in  a  previous  answer  you  were  understood 
to  state  that  under  adverse  foreign  exchanges  a  contrac- 
tion of  the  circulation  might  be  required  which  would  not 
be  required  if  the  exchanges  were  favourable.     Do  you 
consider  that  under  adverse  exchanges  a  contraction  of  the 
circulation  might  be  indispensably  necessary  with  a  view 
to  preserve  convertibility,  which  in  a  state  of  favourable 
exchanges  and  influx  of  gold  would  not  be  required  with 
a  view  to  preserve  convertibility  ? — There  is  no  necessity 
for  a  contraction  of  the  circulation  whilst  gold  is  coming  in. 

1452.  Then   supposing  the  exchanges  favourable    to 
this  country,  with  a  demand  for  gold  upon  the  Bank  for 
internal  purposes,  the  exchanges  being  favourable,  must 
there  not  under  the  Act  of  1844  be  a  contraction  of  the 
circulation  tantamount  and  just  in  the  same  degree  as  if 
the  demand  was  for  foreign  purposes? — I  apprehend  that 
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upon  that  supposition  there  is  no  contraction  of  the  circu- 
lation. The  bullion  in  deposit  is  not  in  circulation  the 
notes  put  out  against  that  bullion  are  in  circulation ;  but 
the  moment  the  bullion  is  taken  out  of  deposit  for  internal 
purposes  it  becomes  part  of  the  circulation  ;  that  is  the 
very  meaning  of  the  distinction  of  internal  purposes  as  con- 
trasted with  foreign  drain ;  therefore  you  would  actually 
increase  the  circulation  unless  the  bullion  so  taken  out  and 
put  into  circulation  is  met  by  a  corresponding  suppression 
of  the  notes.  The  notes  that  are  out  represent  the  bullion 
that  is  in  deposit ;  consequently  if  without  any  diminution 
of  those  notes  you  take  bullion  out,  not  to  go  abroad,  but 
to  be  added  to  the  circulation,  you  actually  increase  the 
circulation  to  that  extent. 

1453.  Is  there  any  difference  in  the  action  of  the  Bank 
Act  of  1844  between  what  would  take  place  whether  the 
drain  is  for  internal  or  for  external  purposes  ? — No,  there 
is  no  difference  in  the  Act  of  1844,  but  there  is  a  great 
difference  in  the  effect  of  the  action  of  the  public  in  the 
two  cases.  If  the  public  takes  gold  out  of  the  issue  depart- 
ment for  the  purpose  of  foreign  export,  that  act  adds 
nothing  to  the  circulation  of  the  country,  but  if  the  public 
takes  gold  out  of  the  issue  department  for  the  purposes  of 
internal  circulation,  unless  there  is  a  corresponding  con- 
traction in  the  notes  the  circulation  of  the  country  would 
be  increaseil  to  that  amount.  Consequently,  that  is  not 
the  effect  of  the  Act  of  1844,  but  it  is  the  act  of  the  public  ; 
if  they  take  bullion  out  for  foreign  export,  that  act  does 
not  add  to  the  circulation ;  if  they  take  bullion  out  for 
internal  purposes,  that  act  does  add  to  the  circulation. 
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1454.  You  do  not  suppose  that  gold  is  taken  out  for 
internal  purposes   for  what  may  be  termed  circulation. 
If  it  is  taken  out  at  all,  is  not  it  most  probable,  and 
almost  certain,  that  it  must  be  taken  out  for  the  purpose 
of  hoarding  against  panic,  or  for  an  increase   of  reserves  ? 
— I  apprehend  that  coin  or  notes  are  properly  said  to  be 
in  circulation,  whenever  they  are  discharging  any  of  the 
various  functions  of  money.     It  seems  to  me  a  fallacy  to 
say,  that  u  money  in  circulation,""  means  only  that  which 
is   actually  in  motion ;  it  means  that  which  is  used  or 
retained  for  any  of  the  purposes    for  which   money   is 
required.     I  believe  that  the  most  efficient  form  in  which 
money  can  subsist  is  in  banking  reserves,  far  more  than 
when  in  the  possession  of  private  concerns  or  of  individuals. 

1455.  Supposing  a  given  sum,  say  a  million,  is  ordi- 
narily required  for  the  circulation  of  any  given  district  of 
country,  and  a  panic  suddenly  comes  in    that    district, 
and   that  million    is  increased  to  a  million   and   a  half, 
would  not  you  say  that  that  district  takes  half  a  million 
more  circulation  than  is  wanted  for  what  may  be  tech- 
nically and   strictly    called   the  purposes  of  circulation? 
— By    assuming    various  combinations  of  circumstances, 
which  are  accidental,  and  subject  to  no  principle,  we  may 
create  interminable  difficulty  and  confusion  in  reasoning. 
In  the  case  put,  all  that  can  be  said  is,  that  half  a  million 
more  circulation  will  be   required  at  one  time  than  at 
another.     It  may  be,  as  I  have  already  stated,  that  under 
different  states  of  confidence,  money  may  pass  from  hand 
to  hand  less  freely,  or  in  other  words,  that  each  individual 
may  think  it  necessary  to  keep  a  larger  proportion,  and 
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that,  therefore,  a  greater  quantity  of  money  may  become 
necessary  for  performing  with  the  same  degree  of  conve- 
nience the  same  quantity  of  purposes. 

1456.  And   that    under  certain  circumstances   there 
may  be  issues  to   a  larger  extent  in  paper,  than  under 
other  circumstances  it  would  be  prudent  to  make  ? — But 
before  you  issue  more  paper,  which  I  always  look  upon 
as  nothing  more  than  a  representative  of  gold  in  deposit, 
those  certain  circumstances  should  bring  in  the  gold.     If 
the  circulation   be  contracted  virtually    by  discredit,  let 
the  legitimate   effect    be    shown   in   bringing   gold  into 
the  country,  and  against  the  gold  so  brought  in  issue 
more  notes.     But  do  not  issue  notes  as  the  representative 
of  gold,  until  you  have  got  the  gold  in  the  country  to  be 
represented. 

1457.  When  does   gold    come  in  ?    does  it  come   in 
under    an    adverse    exchange    or    under    a     favourable 
exchange  ?—  Of  course  under  a  favourable  exchange. 

1458.  Then  would  not  the  issue  of  notes  be  dependent 
upon  whether  the  exchanges  were  favourable  or  unfavour- 
able?—Yes. 

1459.  Is  it  not  then  saying  the  same  thing  ? — I  do  not 
understand  the  question.     You  want  to  put  the  issue  of 
notes  first,  and  to  calculate  that  gold  is  to  come  in  after- 
wards.    I  say,  no ;  let  me  have  the  gold  in  first,  before  I 
issue  notes,  which  are  or  ought  to  be  certificates  of  the 
deposit  of  the  gold. 

1460.  Do  you  think  that  the  amount  of  bullion  which 
is  returned  by  the  Bank,  can  be  taken  as  more  than  the 
best  exponent  you  have  of  the  state  of  influx  or  efflux  of 
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the  precious  metals  in  and  out  of  the  country  ?-—!  take 
the  state  of  the  bullion  in  the  Bank  to  be  a  correct  expo- 
nent of  the  portion  of  the  precious  metals  which  the 
public  choose  to  have  converted  into  money. 

1461.  In  your  evidence  in  1840,  you  stated,  in  refer- 
ence to  the  amount  of  bullion  in  the  Bank,  that  "the 
object  is  to  ascertain,  by  the  best  means  placed  within 
our  reach,  what  are  the  fluctuations  in  the  bullion  arising 
from  the  influx  and  efflux  out  of  this  country  ;"  does  not 
that  refer  distinctly  to  the  state  of  the  bullion  as  exhibited 
by  the  foreign  drain  ? — It  would  perhaps  have  been  better 
to  have  omitted  the  last  few  words  of  that  answer.  When 
I  gave  that  answer,  the  idea  of  drawing  distinctions  as  to 
the  mode  of  treating  the  bullion  in  deposit,  classifying  it 
under  that  which  comes  in  and  goes  out  for  domestic 
purposes,  and  that  which  comes  in  and  goes  out  for 
foreign  purposes,  and  proposing  to  regulate  the  issue  of 
notes  differently  according  to  those  circumstances,  had  not 
been  suggested  to  me ;  but  really  it  seems  to  me,  that  the 
discussion  of  this  point  is  going  a  great  deal  further  than 
is  at  all  necessary.  I  look  upon  the  principle  of  the  Act 
of  1844,  to  be  this,  that  it  leaves  the  community  at  large 
to  determine  for  themselves  what  quantity  of  money  they 
want,  and  what  quantity  of  money  they  choose  to  have ; 
it  offers  no  impediment  to  the  import  into  the  country  of 
such  a  proportion  of  the  precious  metals  of  the  world  as 
the  action  of  free  commerce  shall  determine ;  it  then  says, 
of  the  precious  metals  so  brought  into  this  country,  the 
public  shall  determine,  by  reference  to  their  own  wants, 
what  proportion  they  will  place  in  the  issue  department 
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of  the  Bank  for  the  purpose  of  having  it  converted  into 
money.  And  then  the  Act  says,  for  the  bullion  which  is 
so  brought  into  the  issue  department  for  the  purpose  of 
being  converted  into  money,  we  will  give  you  the  con- 
venience of  having  notes  representing  that  bullion,  instead 
of  having  the  heavy  and  inconvenient  metal  itself.  That 
really  is  the  sum  and  substance  of  the  Act,  in  which  there 
is  no  mystery  and  no  complication. 

1462.  Do  you  think  that  the  observations  which  are 
made  in  the  Bullion  Report,  and  in  Mr.  Thornton's  work 
upon  paper  credit,  drawing  a  distinction  between  what 
ought  to  be  the  action  of  the  Bank  in  times  of  internal 
and  in  times  of  external  drain,  are  founded  upon  error  ? — 
I  think  it  very  possible   that  the  author  of  the  Bullion 
Report,  or  that  Mr.  Thornton,  directing  their  principal 
attention  to  a  great  principle,  may  have  expressed  them- 
selves with  reference  to  some  subordinate  considerations 
in  language  which,  if  those  subordinate  considerations  had 
been  brought  more  pointedly  under  their  consideration 
they  would  qualify  and  revise. 

1463.  What  would  you  state  as  the  cause  of  the  efflux 
of  gold  from  this  country  to  foreign  countries  ? — That  it 
is  a  cheaper  commodity   to  export  than  any  other.     If 
bullion  goes  out  of  this  country,  it  is  because  a  foreign 
payment  can  be  made  more  profitably  in  bullion  than  in 
any  other  commodity. 

1464.  Would    it  not    be    evident  when    bullion  was 
exported  from  this  country  that  there  was   an  excess,  or, 
in    other  words,  a  depreciation    of  the  currency  in  this 
country  as  compared  with  foreign  countries  ? — It  would 


ON   COMMERCIAL   DISTRESS.  531 

be  evident  that  bullion   was    a    cheaper    commodity    to 
export  than  other  commodities. 

1465.  What  would  be  the  causes  to  which  you  would 
attribute   an  internal  drain  for  gold? — The   causes   are 
endless. 

1466.  Are  they  not  entirely  distinguishable  from  the 
causes  which  would  produce  a  foreign  export  ? — Certainly. 

1467.  Does  not  the  Act  of  1844,  deal  with  the  two 
things,  though  proceeding  from  different  causes,  in  the 
same  manner? — I  do  not  think  the  Act  of  1844,  deals 
with  either  of  them.    The  Act  of  1844  merely  says,  what- 
ever quantity  of  gold  any  person  in  the  United  Empire 
chooses  to  place  in  the  issue  department,  we  will  give 
him  bank  notes  to  represent  it    as  a  matter  of  conve- 
nience ;  and  if  gold  is  required,  whether  for  internal  or 
foreign  purposes,  we  will  deliver  it  upon  receiving  back 
the  notes  issued  against  it. 

1468.  Supposing    there   were    a    drain   of    gold    for 
internal  purposes,  and   the  use   made  of  that  gold  was 
such  as  to  reduce  the  circulation  by  hoarding  consider- 
ably, would  not  that   have    an    additional    tendency  to 
increase  the  supply  of  gold  by  influx  from  other  countries? 
— No  doubt ;  a  diminished  efficiency  of  the  circulation 
tends  to  affect  the  foreign  exchanges,  and  through  that 
effect  upon  the  foreign  exchanges  to  bring  gold  into  the 
country,  and  thus  in  a  legitimate  mode  to  augment  the 
circulation  of  the  country. 

1469.  You  think  that  to  leave  the  operation  to  the 
natural  process  which  would  take  place  under  a  metallic 
currency,  is  much  more  safe  for  the  community  than  to 
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entrust  a  discretionary  power  upon  the  subject  to  any- 
body?— I  consider  the  Act  of  1844,  is  founded  upon  a 
recognition  on  the  part  of  the  whole  community,  that 
discretionary  management  of  the  circulation  had  been 
tried  and  had  completely  failed,  and  that  some  certain 
mode  of  regulating  the  currency  must  be  resorted  to. 

1470.  Opinions  have    been  quoted  from  persons  of 
eminence  upon  previous   occasions.     You  are  no  doubt 
well  acquainted   with  the  writings  of  the  persons  whose 
opinions  have  been  quoted ;  would  you  be  disposed  to  say 
that  the  distinctions  which  they  drew,  were  attempts  to 
attain  an  object  in  the  management  of  the  currency  some- 
what similar  to  that  which  has  been  established  by  the  Act 
of  1844,  namely,  to  lay  down  some  certain  principle  by 
which  the  Bank  of  England  should  regulate  their  issues  ? 
— Yes.     I  apprehend  that  with  all  the  distinguished  men 
who  have  applied  their  minds  to  the  subject,  it  has  been 
a  continued  endeavour  for  a  length  of  time  past,  to  sub- 
ject the  currency  of  the  country  to  some  certain  and  fixed 
rules;    that  defects  have    from  time  to  time  been  dis- 
covered, to  which  remedies  have  been  applied,  and  the 
Act  of  1844  was  the  last  attempt  to  remedy  the  last 
defects  which  experience  had  proved  to  exist. 

1471.  With  reference   to  the  distinction  between  an 
internal  and  an  external  drain,  do  you  think  that  a  dis- 
tinction of  that  kind,  if  it  had  been  laid  down,  would  have 
been  as  effectual  for  the  proper  regulation  of  the  currency 
as  a  separation  of  the  two  departments  of  the  Bank  of 
England,  and  provisions  which  subject  the  issue  of  the 
Bank  of  England  to  the  same  regulations  as  the  metallic 


ON    COMMERCIAL    DISTRESS.  533 

currency  ? — I  do  not  think  there  can  be  any  satistactory 
regulation  founded  upon  the  basis  of  drawing  a  distinc- 
tion between  an  internal  and  external  drain.  There  is 
an  ambiguity  in  the  use  of  the  word  "drain;"  it  ought  to 
be  applied  only  to  a  demand  for  gold,  not  to  a  demand  for 
notes.  If  gold  is  taken  out  of  the  issue  department  for 
any  purpose  that  is  justly  called  a  drain,  that  drain  ought 
to  be  met  by  a  contraction  of  notes  ;  because  if  that  gold 
goes  into  the  country  for  circulation,  it  becomes  an 
addition  to  the  circulation,  and  ought  to  be  met  by  a 
corresponding  contraction  of  the  notes,  so  as  to  keep  the 

circulation  where  it  was  before. 

***** 

1477.  You  can  conceive  no  case  in  which  it  would 
occur  that  the  efficiency  of  the  circulation  would  be  dimi- 
nished, without  any  reference  to  the  quantity  of  bullion 
in  the  hands  of  the  Bank  ? — That  may  be  possible.  But 
the  question  put  to  me  referred  to  the  diminished 
efficiency  of  the  notes  consequent  upon  a  drain  of  bullion. 
Assuming  any  given  amount  of  bullion,  that  is  repre~ 
sented  by  notes,  a  portion  of  those  notes  are  in  the  hands 
of  the  public,  and  a  portion  in  the  banking  till  of  the 
Bank.  Now,  the  question  assumes  a  drain  upon  the 
bullion,  which  is  met  by  keeping  the  notes  in  the  hands 
of  the  public  undiminished;  therefore,  to  whatever  extent 
the  drain  acts  upon  the  bullion,  to  the  same  extent  it 
must  act  in  diminishing  the  notes  in  the  till  of  the  Bank. 
That  diminution  of  notes  in  the  till  of  the  Bank  will  act 
upon  public  confidence,  and  through  that  action  upon 
public  confidence  it  will  render  the  notes  in  the  hands  of 
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the  public,  though  undiminished  in  amount,  less  efficient 
in  their  action. 

1478.  You  stated  that  in  October  1847,  a  diminution 
in  the  efficiency  of  the  circulation  did  take  place.    Do  you 
mean  that  a  diminution  in  the  efficiency  of  the  circulation 
could  not  take  place  under  any  other  circumstances  but 
diminution  of  the  bullion  in  the  hands  of  the  Bank  ? — No, 
I  do  not  mean  to  state  that ;  it  may  take  place  possibly 
from  other  circumstances  also. 

1479.  Then,  although  you   consider  that  under  the 
existing  state  of  the  issues  at  that  time,  the  convertibility 
of  the  paper  would  not  have  been  secured,  unless  there 
had  been  a  diminution  in  the  efficiency  of  the  circulation, 
it  does  not  follow  that  there  are  not  occasions  on  which 
the  convertibility  of  the  paper  would  be  endangered  by 
the  restriction  of  the  Act  of  1844? — I  do  not  feel  the 
force  of  the   reasoning.     I  can  only  re-state  my  former 
answer:  that  under  the  provisions  of  the  Act  of  1844, 
whenever  there  is  a  drain  upon  the  bullion  there  must  be 
a  drain  upon  the  aggregate  notes  out  of  the  issue  depart- 
ment; that  a  diminution  of  the  aggregate  notes  out  of 
the  issue  department,  may  by  the  Bank  of  England  be 
made  to  fall  entirely  upon  the  notes  in  the  banking  till, 
so  as  to  keep  the  notes  in  the  hands  of  the  public  undimi- 
nished.    If  it   be    so    managed,  as   was   the  case   from 
January  to  April  1847,  the  effect  will  be  a  serious  dimi- 
nution in  the  banking  reserve  of   the   Bank,  and    that 
diminution  in    the  banking  reserve    of   the    Bank,  will 
necessarily    shake    public    confidence,   and   by    shaking 
public  confidence,  you  render  the  notes  in  the  hands  of 
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the  public,  although  undiminished  in  amount,  yet  much 
diminished  in  efficiency.  Therefore  the  Act  of  1844  does 
afford  a  great  protection,  through  that  process,  to  the 
bullion. 

1480.  Do   you   consider    the   interposition    of   Her 
Majesty's  Government  in  the  month  of  October,  to  have 
been  necessary  at  that  time  ? — I  think  the  intervention  of 
the  Government  at  that  time  was  necessary. 

1481.  What  do  you  think  would  have  been  the  conse- 
quences if  that  intervention    had   not   taken  place? — I 
apprehend  the  consequences  would  have  been  that  the 
panic  which  had  seized  the  public  mind,  would  have  gone 
to  such  an  extent  as  to  produce  very  serious  confusion. 

1482.  If  that  be  admitted  to  be  the  case,  should  not 
the  Committee  conclude  from  that  that  the  Act  of  1844 
should  not  be  suffered  to  continue  in  force,  or  at  least,  that 
if  continued  in  force  there  should  be  the  power  of  relax- 
ation, which  you  state  upon  the  present  occasion  to  have 
been  so  effectual  ? — I  do  not  think  that  would  be  a  right 
conclusion  to  draw  from  the  admission. 

1483.  Did   not   the   interposition   of   Her   Majesty's 
Government,  so  far  as  its  recommendation  went,  amount 
to  a  practical  departure  from  the  principles  of  the  Act  of 
1844? — It  was  a  departure  from  the  positive  pro  visions  of 
the  Act  of  1844,  but  not   a  departure,  I  think,  from  the 
principle  of  that  Act.   It  appears  to  me  that  the  provisions 
of  the  Act  of  1844  are  sufficient  for  every  purpose  which 
can  be  considered  as  subject  to  any  definite  principle.  But 
it  is  possible  that   circumstances   may  occur  under  the 
influence  of  panic,  of  such  a  nature  that  no  principle 
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whatever  can  be  applied  to  them, — circumstances  which 
cannot  be  foreseen  nor  provided  for  by  any  previous 
arrangements,  and  which  must  therefore  be  dealt  with 
according  to  the  peculiar  character  of  the  emergency  when 
it  occurs. 

1484.  And  upon  the  responsibility  of  those  who  inter- 
pose ? — Under  the  responsibility  of  the  Government. 

1485.  You  have  stated  that  such  an  interposition  may 
be  necessary  under  circumstances  of  panic;    are   those 
circumstances   of   panic    circumstances   arising  from  an 
internal  drain  for  the  most  part  ? — I  am  more  disposed  to 
consider  the  internal  drain  an  effect  than  a  cause  of  the 
panic. 

1486.  Do  you  conceive  that  you  can,  at  one  and  the 
same  time,  rely  upon  the  Act  of  Parliament  of  1844  as 
containing  within  itself  the  elements  of  safety,  and  yet 
justify  the  act  of  the  responsible  Government  in  sanction- 
ing and  recommending  a  deviation  from  it  ? — Undoubtedly 
I  do.  I  apprehend  that  we  have  many  Acts  of  Parliament 
still  retained  upon  the  Statute  Book  of  this   country,  of 
which  the  Legislature  has  sanctioned  the  violation  at  times 
of  peculiar  emergency  under  the  authority  of  the  Govern- 
ment of  the  day. 

1487.  The  question  does  not  refer  to  whether  the 
Government  were  right  or  wrong  in  issuing  the  letter ;  but 
the  question  is,  can  we  at  once  justify  the  letter,  which  is 
a  deviation  from  the  Act  of  1844,  and  justify  the  Act  of 
1844,  which  is  at  variance  with  the  letter? — I  apprehend 
that  we  can.     There  are  precedents  in  abundance  in  the 
history  of  this  country  for  that  purpose ;  namely,  justify- 
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ing  the  Government  in  suspending  the  provisions  of  an 
Act  of  Parliament,  which  Act  of  Parliament  is  still 
retained  as  useful  and  efficient  for  its  purposes.  We 
justify  the  occasional  suspension  of  the  Habeas  Corpus 
Act,  and  still  venerate  that  Act  as  the  safeguard  of  our 
liberties. 

1488.  Do  you  consider  the  principle  of  the  Act  to 
remain  intact,  and  one  upon  which  reliance  can  be  placed, 
assuming  it  to  be  just,  after  it  has  been  departed  from  in  a 
time  of  exigency  ? — I  apprehend  that  the  principle  of  the 
Act  does  remain  perfectly  intact.      The  principle  of  the 
Act  is  to  regulate  and  control  all  those  actions  upon  the 
bullion  which  arise  from  legitimate  causes,  and  are  capable 
of  being  controlled  by  measures  which  rest  upon  principle. 
But  there  may  be  actions  upon  the  state  of  the  circulation 
arising  from  accidental  causes,  as  panic,  and  therefore  not 
controllable  by  principle,  which  the  Act  cannot  regulate, 
and  which  must  therefore,  if  they  run  to  an  excessive 
extent,  be  reached  by  some  extraordinary  power. 

1489.  In  your  evidence  in  July,  1840,  you  stated,  in 
reference  to  this  subject,  that  when  an  internal  demand  is 
raised,  there  is  no  principle  upon  which  you  can  stop  that. 
Does  that  illustrate  the  argument  that  is  to  be   deduced 
from  your  later  answers  ? — I  hardly  perceive  the  drift  of 
the  question:  but  there  is  no  doubt  that  the  Act  of  1844 
goes  upon  the  principle  of  maintaining  the  convertibility 
of  the  notes,   by  maintaining  them  always  at  the  same 
amount  that  a  metallic  currency  would  have  been,  and  that 
a  metallic  currency  never  could  be  drained  out  of  the 
country.     But  it  is  perfectly  possible  that  such  a  shock  to 
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confidence  may  take  place  as  to  cause  a  demand  for  the 
conversion  of  notes  into  gold  which  could  not  be  satisfied. 
For  instance,  the  Act,  in  allowing  £14,000,000  of  notes 
to  be  issued  unrepresented  by  bullion,  and  at  the  same 
time  declaring  those  notes  to  be  convertible,  no  doubt 
leaves  the  paper  circulation  of  the  country  open  to  the 
contingency  of  a  possible  extent  of  panic  which  shall 
produce  such  a  demand  for  the  conversion  of  notes  into 
gold  as  cannot  be  met.  But  that  would  be  a  demand  not 
arising  from  anything  improper  or  defective  in  the  state 
of  the  circulation.  Notwithstanding,  therefore,  that  the  Act 
does  leave  the  notes  unprotected  in  that  sense  of  the  word, 
still  I  consider  that  that  provision  of  the  Act  is  perfectly 
defensible,  and  that,  should  the  supposed  contingency  occur, 
it  would  in  no  respect  invalidate  the  principle  of  the  Act. 

1490.  Upon  what  principle  do  you  conceive  the  pre- 
cise sum  of  £14,000,000  to  have  been  adopted  as  the 
measure  of  the  surplus  ? — I  apprehend  it  was  this, — that 
the  framers  of  the  Act  looked  at  the  returns  of  the  state 
of  the  circulation  through  past  periods,  and  they  found 
that  the  lowest  amount  to  which  the  circulation  had  ever 
been  reduced,  would  allow  £14,000,000  of  notes  to  remain 
with  the  public,  and  also  an  adequate  quantity  to  supply 
the  banking  till  of  the  Bank.  For  instance,  assuming 
that  the  circulation  had  never  been  reduced  so  low  as 
£17,000,000,  and  also  assuming  that  it  never  will  again  be 
reduced  lower  than  it  has  been  reduced,  they  came  to  the 
conclusion  that  in  the  worst  circumstances  we  may  safely 
have  £14,000,000  unrepresented  by  bullion,  and  three  or 
four  millions  in  the  banking  till. 
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1491.  So  that  if  by  any  accident,  from  any  of  those 
extraordinary  circumstances  which  you  admit  to  be  possible, 
a  drain  came  upon  the  bullion  of  the  Bank  of  England, 
and  it  were  really  to  come  down  to  a  million  or  to  half  a 
million,  the  Bank  would  be  obliged,  under  this   Act,  to 
bring  down  its  circulation  of  paper  to  fourteen  millions 
and  a  half? — No  doubt;  but  when  you  are  dealing  with 
suppositions,  and  not  with  facts,  you  must  always  take 
care  that  the  supposition  is  a  reasonably  possible  one.  The 
Act  is  based  upon  the  belief  that  that  is  not  a  reasonable 
and  possible  supposition ;  that  long  before  the  notes  were 
reduced  to  the  amount  supposed,  there  would  be  such  an 
action  upon  the  foreign  exchanges  as  would  cause  bullion 
to  come  back  to  this  country ;  that  the  gold,  in  fact,  never 
could   be  reduced   to   the   low   amount  assumed  in   the 
question. 

1492.  Had  you  not  actually  the  case  in  1825  of  the 
bullion  being  reduced  below  £500,000,  when  the  public 
were  relieved  by  a  large  issue  ?  If,  on  the  contrary,  at 
that  time  the  bank  had  taken  the  other  course,  and  brought 
down  their  issue  of  Bank  paper  to  fourteen  millions  and  a 
quarter,    what  would   have  been  the   condition   of   the 
country?— If  we  had  had  the  Act  of  1844  at  that  time, 
we  could   not  have  reached  that  state  of  things.     The 
question  assumes  that  under  the  Act  of  1844  a  state  of 
things  will  arrive,  the  possibility  of  which  is  prevented  by 
the  Act  of  1844. 

1493.  You  admit  that  the  interference  of  the  Govern- 
ment upon  the  present  occasion  was  justifiable.     There- 
fore, supposing  this  regulation  of  the  Bank  to  continue, 
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would  you  propose  that  it  should  be  accompanied  with  a 
provision  giving  power  to  interfere,  or  merely  that  it 
should  be  left  to  the  Government  to  interfere  upon  its  own 
authority  in  a  case  of  great  emergency  ? — That  it  should 
be  left  to  the  Government  to  interfere  upon  its  own 
authority. 

1494.  Then   under   those   circumstances    you    would 
think  the  Government  not  justifiable  in  interferingj  un- 
less under  very  particular  circumstances  of  pressure  ? — 
Certainly,  under  very  extraordinary  circumstances  of  pres- 
sure. 

1495.  When  you  approached  to  that  period  of  pres- 
sure,— when,   for  instance,  in  the  city   of   London  you 
came  near  to  the  day  when  the  Government  did  interfere, 
was  not  the  confusion  and  the  sacrifice  of  property,  and 
the    distress   to   individuals   and    to   general    commerce 
extreme  ?     Would  not  you  always  create  extreme  pres- 
sure and  extreme  distress  if  you  obliged  the  Government 
to  wait  for  an  extreme  case  before  it  interfered  ? — I  appre- 
hend that  occasional  periods  of  pressure  are  absolutely 
unavoidable  under  any  system  for  the  management  of  the 
circulation ;  that  whenever  there  is  a  sudden  necessity  for 
an  unusually  large  importation  of  commodities,  especially 
of  corn,  in  consequence  of  a  failure  of  the  harvest,  it  is 
necessary  for  the  preservation  of  the  monetary  system  of 
the  country  that  there  should  be  pressure.      Parties  must 
be  subjected  to  the  degree  of  pressure  which  will  induce 
them  to  make  various  sacrifices  for  the  purpose  of  keeping 
the  balance  of  our  payments  in  a  proper  state.     That 
pressure,  though  inconvenient  at  the  time,  is  salutary  and 
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unavoidable.  It  obviates  much  severer  evils  that  would 
otherwise  occur.  It  is  an  evil  not  gratuitously  created  by 
legislation,  but  arising  out  of  uncontrollable  causes;  and 
the  country  submits  to  it  as  the  painful  though  necessary 
means  of  preventing  greater  mischief. 

1496.  Do  you  suppose  that  any  evil  can  occur  to  a 
great  commercial  city  greater  than  that  which  happened 
during  the  year  1847  in  the  City  of  London,  or  that 
there  ever  were  instances  in  which  so  complete  a  sacrifice 
of  property,  and  so  complete  an  impoverishment  of  com- 
mercial capital,  has  taken  place  in  any  country  ? — I  have 
no  doubt  that  there  existed  much  greater  pressure,  and 
that  the  evils  alluded  to  in  the  question  occurred  in  a 
severer  form  in  this  country  in  1783,  in  1793,  and  in 
1825.  We  are  always  apt  to  form  an  exaggerated  esti- 
mate of  the  present  evil.  This  is  the  account  given  by 
Mr.  Tooke  of  what  took  place  in  1783  :  "  This  contraction 
of  the  currency  was  attended  with  a  great  rise  in  the 
rate  of  interest.  Consols  fell  from  sixty-eight  to  fifty- 
four.  Omnium  from  a  premium  of  eight  per  cent,  to 
below  par.  Every  one  (says  Chalmers)  must  remember 
how  impossible  it  was  to  borrow  money  on  any  security 
for  any  premium."  Then  again,  take  1793:  "Many 
houses  of  the  most  established  credit  failed.  Houses  of 
undoubted  solidity,  possessing  ample  funds,  which  actually 
did  in  a  short  time  enable  them  to  pay  every  shilling  of 
their  debts,  were  obliged  to  stop  payment.  Some  bankers 
who  almost  immediately  on  recovering  from  the  first  panic 
resumed  the  regularity  of  their  payments  were  obliged 
to  make  a  pause.  Many  whom  the  temporary  assistance 
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of  even  a  moderate  sum  would  have  enabled  to  surmount 
their  difficulties  could  not  obtain  any  accommodation. 
Those  who  had  any  money,  not  knowing  where  they 
could  place  it  with  safety,  kept  it  unemployed  and  locked 
up  in  their  coffers."  Such  is  the  account  given  in 
Macpherson's  Annals  of  Commerce  of  the  pressure  in 
1793.  It  would  be  a  most  incorrect  and  exaggerated 
account  of  the  state  of  things  in  1847.  Then  again,  as 
regards  1825,  we  have  Lord  Ashburton's  account  of  1825 
as  given  in  Sir  Robert  Peel's  speech,  which  taken  as  a 
description  of  1847  would  be  a  great  exaggeration. 

1497.  Is  it  not  true  that  parties  kept   large  amounts 
both  of  notes  and  gold  locked  up  during  1847  ? — In  any 
period  of  discredit  that  is  always  true,  more  or  less.     I 
believe  however,  that  it  is  usually  much  over-estimated. 

1498.  Supposing,  in  addition  to  the  pressure  which 
actually  took  place   in    October  last,  there  had  existed, 
what  did  exist  upon  those   former   occasions,  an   appre- 
hension as  to  the  credit  of  the  currency,  would  not  that 
have  aggravated  intensely  the  pressure  in  October  1847  ? 
— It  would  have  been  perfectly  frightful. 

1499.  You  were  understood  to  say  that  you  entirely 
approved  of  the  letter  of  Her  Majesty's  Ministers,  and 
that  you   think  that  if  that  letter  had  not  been  written 
there   would    have    been   very   great   confusion    in   the 
country  ? — I  stated  my  opinion  to  that  effect. 

1500.  Do  you   think  that  it  ought  to  be  left  in  the 
power  of  two  individuals  holding  no  official  situation  at 
all  under  the  Government  either  to  prevent  or  to  create 
that  confusion ;  for  if  the  Governor  and  Deputy  Governor 
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of  the  Bank  of  England  had  said,  (t  We  have  got  your 
letter,  and  we  will  lay  it  on  the  table,  but  we  will  not 
obey  it,"  how  could  the  Government  of  the  country  have 
compelled  the  Bank  to  do  what  they  did  ? — The  Bank 
actually  did  nothing  under  the  letter  as  regards  the  circu- 
lation. The  amount  of  notes  with  the  public  was  not 
increased.  The  letter  gave  unlimited  power  of  issue  to 
the  Bank,  but  that  power  was  not  exercised. 

1501.  What  was  the  object  of  the  Government  letter? 
—The  object  of  the  letter  was  to  allay  the  feeling  of 

panic  which  had  arisen ;  and  it  proposed  to  effect  this  by 
placing  an  unlimited  amount  of  circulation  at  the  disposal 
of  the  Bank  of  England.  It  is  quite  true,  speaking 
abstractedly,  that  the  Bank  of  England  might  have 
chosen  to  say,  "  We  will  not  issue  more  notes."  But  that 
is  true  at  any  time.  The  Bank  of  England  might  at  any 
moment  say,  "  We  command  six  or  seven  and  twenty 
millions  of  bank  notes,  and  we  will  not  issue  a  farthing 
of  them." 

1502.  Supposing  you  had  had  a  very  scrupulous  man 
Governor  of  the  Bank  of  England  who  had  said,  "  There 
is  no  power  on  earth  that  shall  force  me  to  violate  the 
law :  I  will  not  do  it ;"  what  would  have  become  of  the 
country  then? — The  authority  to  issue  would  probably 
be  sufficient  without  the  actual  increase  of  issues,   as  was 
the  case ;  but  if  not,  the  refusal  by  the  Bank  to  issue  is 
too  improbable  to  require  serious  consideration. 

1503.  Was  not  the  result  of  the  panic  in  1847  not 
only  to  ruin  a  great  many  individuals  in  commerce  and  in 
trade,    but    did  it  not  also    seriously   affect  the  landed 
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interest  of  the  country  ? — I  really  cannot  judge  of  the 
state  of  the  landed  interest,  except  by  my  own  expe- 
rience. My  rents  have  been  very  regularly  paid  ever 
since. 

1504.  Had  you  any  money  lent  out  upon  mortgage  ? 
—Yes. 

1505.  What  was  the  result  ?     Was  the  interest  upon 
the  mortgages  raised  ? — The  borrowers  chose  the  alter- 
native of  paying  off  the  mortgages  rather  than  consent  to 
raise  the  interest. 

1506.  In  point  of  fact   did  most  or   a   great   many 
persons   who    held  mortgages  give  notice  to  the  parties 
that  if  they  did  not  raise  the  interest  they  must  pay  the 
money  ? — I    cannot    speak   upon   that ;  but  there  is  no 
doubt  that  during  the    year    1847    there  was  a  general 
rise  in  the  rate  of  interest,  but  that  rise  was   of  a  very 
temporary  character,    as  is  proved  by  the    rate   having 
now  fallen  back  to  a  very  low  point.      That  rise  in  the 
rate    of   interest  it  must  be  clearly  understood  was  the 
unavoidable  consequence  of  the  great  diminution  which 
the    capital    of    the    country    applicable    to   commercial 
purposes  had  sustained,    and    which  it   was  beyond  the 
power  of  any  man  to  prevent  who  had  not  the  control 

of  the  seasons. 

***** 
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29th  February,  1848. 
The  Lord  President  in  the  Chair. 

1513.  Is  there  any  thing  that  you  wish   to  state  to 
the  Committee  in  explanation  of  your  evidence  yester- 
day ? — I  have  reflected  upon  what  passed  yesterday,  and 
as   it  seems  to  me  that  the  course  of  the  examination 
occasionally  became  irregular   and  desultory,  I  think  it 
may  be  useful  to  the  purpose  of  the  inquiry  if  I  endea- 
vour to  recapitulate,  very  shortly,  the  line  of  reasoning 
which  I  wished  to  submit  to  the  Committee. 

1514.  Will  you  have  the  goodness  to  do  so  ? 

1st.  The  Act  of  1844  did  not  make  the  course  of 
things  in  1847  different  from  what  it  ought  otherwise 
to  have  been.  It  only  secured  the  certainty  of  that 
course  which  the  exercise  of  sound  discretion  would 
otherwise  have  dictated.  It  did  not  cause  the  pressure, 
nor  aggravate  the  pressure ;  but  it  protected  the  country 
from  the  additional  evil  of  exhaustion  of  bullion  and 
suspension  of  specie  payments,  by  stopping  the  Bank  in 
its  wild  and  ruinous  course,  in  April. 

2nd.  Pressure  is  necessary  as  a  means  for  correcting 
adverse  exchanges.  The  degree  of  pressure  requisite  for 
that  purpose  is  not  an  evil,  but  a  merit,  in  any  system 
for  the  management  of  the  currency.  The  pressure  of 

2  N 
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April  was  not  fully  sufficient  for  correction  of  the  ex- 
changes :  any  alleviation  of  that  pressure  would  have  been 
most  mischievous,  it  would  have  necessitated  greater  pres- 
sure ultimately.  No  system  which  pretends  to  provide  for 
convertibility  of  the  notes  can  avoid  pressure. 

3rd.  Any  provision  by  law  for  alleviating  the  pressure 
in  its  last  stages  will  very  probably  have  the  effect  of 
really  increasing  the  pressure.  The  natural  correctives 
are  such  as  parties  will  resort  to  only  under  the  apprehen- 
sion of  severe  pressure  if  they  do  not  so  provide  against 
it.  But  if  the  law  makes  provision  for  the  relief  of  that 
pressure  in  its  last  stage,  all  parties  will  calculate  on  this, 
and  will  hope,  by  holding  out,  to  avoid  the  inconvenience 
of  resorting  to  the  legitimate  correctives,  and  to  benefit 
by  the  ultimate  relaxation. 

4th.  The  Bill  is  adapted  to  and  sufficient  for  all  cases 
which  are  amenable  to  principle.  It  is  only  in  cases  of 
extreme  panic  that  special  intervention  is  requisite.  Such 
cases  are  not  subject  to  any  principle ;  they  cannot  be 
provided  for  beforehand ;  the  peculiar  character  of  each 
case  cannot  be  anticipated.  In  1793  an  issue  of  exchequer 
bills  met  the  difficulty,  but  in  1847  it  would  have  been 
useless. 

5th.  Pressure,  and  a  high  rate  of  interest,  caused  by 
the  want  of  sufficient  capital,  cannot  be  relieved  by  an  extra 
issue  of  Bank  notes.  The  attempt  to  do  so  can  only  tend 
to  check  the  legitimate  causes  of  relief. 

6th.  But,  it  is  asked,  may  not  pressure  caused  by  panic 
be  relieved  by  an  extra  issue  of  bank  notes  ?  The  Act  of 
1844  is  based  upon  the  principle  that,  as  regards  the 
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amount,  a  metallic  currency  is  a  perfect  type  of  currency, 
and  that  paper  money  is  useful  only  on  account  of  its 
economy  and  convenience.  Metallic  money  will  be  in- 
creased by  the  effect  of  panic  turning  the  exchanges,  and 
thus  causing  gold  to  come  in;  and  notes  being  issued 
against  the  gold  which  thus  comes  in,  the  paper  money 
will  also  be  increased.  But  if  it  is  proposed  to  issue  more 
notes  before  the  gold  comes  in,  then,  in  that  case,  it  is 
first  necessary  to  be  well  assured  that  the  exchanges  are 
in  a  sound  state,  and  that  the  extra  issue  of  paper  money 
will  not  generate  any  new  cause  of  derangement.  How  can 
this  assurance  be  obtained  ?  Again,  the  knowledge  that 
the  first  symptoms  of  panic  will  be  met  by  an  extra  issue 
of  notes  will  tend  to  check  the  resort  to  the  natural  cor- 
rectives. How  can  one  distinguish  legislatively  pressure 
from  panic,  and  pressure  from  legitimate  causes  ?  They 
are  always  more  or  less  blended  in  fact,  and  in  the  excite- 
ment of  the  moment  legitimate  pressure  will  be  construed 
as  panic.  Pressure  from  panic  will  vary  in  its  character 
on  every  successive  occasion,  and  require  a  different 
remedy.  Issue  of  exchequer  bills  relieved  panic  in  1793, 
but  would  have  totally  failed  for  that  purpose  in  1847. 
The  remedy,  to  be  effectual,  must,  in  all  probability,  be 
applied  abruptly,  not  gradually,  and  the  power  of  issue 
must  be  unlimited,  not  restricted  in  amount.  Panic  can- 
not be  effectually  provided  for  by  any  previous  regulation. 
Suppose  all  depositors  throughout  the  kingdom,  through 
panic,  simultaneously  call  for  their  deposits,  what  amount 
of  notes  can  be  sufficient  to  meet  this  demand,  or  how  can 
adequate  sales  of  securities  be  effected?  Or  suppose 
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sudden  insolvency  of  the  present  country  issues,  as  in 
1825.  Suppose,  again,  after  an  extra  issue  of  notes  to 
meet  panic,  that  panic  feeling  turns  against  the  notes 
themselves,  and  gold  is  demanded  for  them.  The  very 
issue  of  £14,000,000  notes  on  securities  unrepresented  by 
gold,  and  yet  convertible,  is  a  distinct  repudiation  of  the 
principle  of  attending  to  or  providing  against  panic.  This, 
like  the  other  provisions  of  the  Act  of  1844,  is  sound  and 
safe  in  all  cases  amenable  to  principle,  but  no  doubt  it 
may  break  down  under  the  irregular  and  uncontrollable 
force  of  panic.  Provision  to  meet  the  effect  of  panic,  as 
distinguished  from  legitimate  pressure,  must  necessarily 
vest  discretionary  power  in  some  parties.  Now  the  Act 
of  1844  originated  in  the  repeated  experience  of  the 
certain  abuse  of  all  discretionary  power  respecting  the 
management  of  the  circulation.  The  best  correctives  of 
panic,  though  they  may  not  be  perfect,  are  to  be  found  in 
the  provisions  of  the  Act  which  secure  a  contraction  of 
notes  commencing  with  the  first  decrease  of  bullion,  and 
which,  by  that  means,  further  secure  an  amount  of  bullion 
at  all  times  sufficient  to  protect  the  convertibility  of  the 
notes  from  all  reasonable  danger.  Thus  the  Act  of  1844 
enables  the  country  to  meet  the  difficulties  which  attend  a 
state  of  panic  with  a  larger  amount  of  bullion  in  deposit, 
thus  diminishing  the  cause  of  panic ;  and  also  with  a  larger 
amount  of  notes  at  the  disposal  of  the  Bank,  thus  increas- 
ing the  legitimate  means  of  meeting  panic. 

1515.  You  stated  yesterday  that  you  thought  that  the 
letter  that  was  sent  by  the  Government  to  the  Bank,  on 
the  25th  of  October,  was  much  to  be  deplored,  but  that  it 
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was  a  matter  of  necessity,  and  that  if  it  had  not  been  sent 
calamities  of  the  most  frightful  sort  would  have  occurred. 
What  is  the  nature  of  those  calamities  that  you  appre- 
hend ? — The  various  forms  of  confusion  that  are  likely  to 
arise  from  an  extreme  state  of  panic  in  the  public  mind. 

1516.  A  run  for  gold? — No;  I  apprehend  that  was 
precisely  the  one  evil  against  which  the  Act  had  afforded 
a   sufficient   and   complete   protection, — that    whilst  the 
public  saw  there  were  eight  millions  of  bullion  in  the 
coffers  of  the   issue  department,  a  run  for  gold  to  any 
extent  was  very  improbable. 

1517.  At    what  period  do  you  conceive   that   those 
dangers  arose? — It  is  exceedingly  difficult  to  state  pre- 
cisely  the  period  at  which  they  arose,   because  it  is  a 
gradual  process  :  in  proportion  as  the  panic  becomes  more 
and  more  prevalent  upon  the  public  mind,  the  evil  becomes 
more  and  more  imminent. 

1518.  What  was  the  period  at  which  you  think  these 
dangers  were   so  imminent  that  it  became  a  matter  of 
necessity  to  issue  the  letter? — As  far  as  I  can  judge  I 
should  say  at  the  time  at  which  the  letter  was  issued. 

•K  •#  •&  *  -X- 

1533.  Up  to  the  period  of  1847  the  Bank  Act  of  1844 
was  supposed  to  have  operated  exceedingly  well  ? — That 
was  the  common  opinion ;  but  it  was  perfectly  clear  that 
till  there  came  a  drain  of  bullion  the  Act  was  not  put  to 
its  trial  in  one  most  essential  respect. 

1534.  And  when  it  came  to  be  put  to  its  test,  namely, 
in  October,  1847,  it  was  necessary  to  suspend  it? — It  was 
necessary  to  suspend  temporarily  one  of  the  provisions  of 
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the  Act,  but  not  in  consequence  of  any  occurrence  con- 
nected with  the  principles  upon  which  the  Act  was 
founded.  The  Act  was  perfectly  effectual  for  the  purpose 
for  which  it  was  passed ;  this  is  proved  by  the  fact  that 
upon  no  former  occasion  of  a  heavy  drain  of  bullion  had 
the  convertibility  of  the  notes  been  so  protected  as  to  be 
beyond  reach  of  question,  which  was  effectually  accom- 
plished in  1847. 

1535.  But  in  other  respects  the  danger  to  which   the 
Bank   was   brought  was   so  great,  that   it  occasioned  a 
general  panic  in  the  public  mind  ? — That  is   mixing  the 
banking  business  with  the  issue  department.    The  danger 
to  the  Bank  occurred  in  its  banking  business.       The   Act 
of  1844  has  only  to  do  with  the  issue  department. 

1536.  But  where  there  is  good  sense  and  discretion  in 
the  management  of  the  Bank,  is  not  it  better  that  they 
should  have  an  entire  discretion,  and  be  able  to  manage 
both  at  the  same  time,  so  that  the   one  department  may 
assist  the  other  in  time  of  need?  — If  you  assume  that  the 
discretion  on  the  part  of  the  Bank  is  perfect,  then   the 
discretionary  action  of  the  Bank  and  the  provisions  of  the 
Act  become  identical:  but  experience  has  convinced  us 
that  the  Act  was  needful,  because   the  discretion  on  the 
part  of  the  Bank  was  never  perfect,  but  very  far  from  it. 

1537.  You  say  that  the  operation  of  the  Act  was  per- 
fect for  what  you  consider  to  be  the  great  object  of  a 
regulation  of  that  description,  namely,  the  convertibility 
of  the  note  into  bullion  ;  you  consider  that  that  is  a  point 
for  which  every  thing  else  should  be  sacrificed  ? — It  is  the 
basis  of  the  Act  of  1844  that  the  convertibility  of  the 
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Bank  note  is  to  be  effectually  protected,  and  the  Act  was 
deemed  a  measure  necessary  and  efficient  for  that  purpose. 
I  do  not  consider  that  other  things  are  sacrificed  to  that 
purpose,  but  rather  that  the  accomplishment  of  that 
purpose  protects  the  public  from  far  greater  evils. 

1538.  But  if  it  be  proved  that  though  the  power  of 
the  Bank  to  pay  its  Bank  notes  never  could  be  doubted, 
yet  it  was  brought  within  a  very  small  amount  of  stopping 
payment  altogether  when  its  reserve  was  at  its  lowest 
point;  do  you  consider  that  the  object,  the  principle  as 
you  would  call  it,  of  the  circulation  was  obtained  by  pre- 
serving the  power  of  the  Bank  to  pay  its  Bank  notes  in 
specie,  when  the  Bank  itself  was  brought  within  a  few 
hundred  thousand  pounds  of  being  obliged  absolutely  to 
stop  payment,  having  at  the  same  time  eight  millions  of 
bullion  in  its  coffers  ? — Do  you  conceive  that  it  answers 
any  purpose,  except  that  of  establishing  some  useless 
theory, — that,  in  fact,  any  practical  object  is  gained  f<;r 
the  public  by  putting  the  whole  state  of  manufactures 
and  commerce  of  this  country  into  the  distress  into  which 
it  was  brought,  and  leaving  the  Bank,  after  all  your  pre- 
cautions, in  a  condition  of  entire  want  of  safety  as  to,  not 
the  payment  of  its  Bank  notes  in  specie,  but  the  payment 
of  its  deposits,  or  any  other  claim  that  might  at  that  time 
come  upon  the  Bank  ? — I  apprehend  the  question  proceeds 
entirely  upon  the  confusion  which  always  arises  when  we 
blend  together  the  consideration  of  the  management  of  the 
circulation,  and  the  conduct  of  the  Bank  in  its  banking 
operations.  I  apprehend  that  it  is  any  thing  but  useless 
theory  which  provides  regulations  by  which  the  converti- 
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bility  of  the  Bank  notes  is  amply  and  effectually  provided 
for;  regulations  which  secure  at  all  times,  and  under 
periods  of  the  severest  trial,  the  certainty  of  retaining 
such  an  amount  of  bullion  as  shall  place  the  convertibility 
of  the  Bank  note  beyond  all  reasonable  question,  and 
prevent  the  occurrence  of  any  feeling  of  public  alarm 
upon  that  point.  That  result  I  conceive  that  the  Act  of 
1844  effectually  accomplished,  and  in  so  doing,  rendered  a 
most  important  service  to  the  public.  It  was  not  pre- 
tended by  the  author  of  the  Act  that  it  introduced  any 
regulations  to  secure  wisdom  or  discretion  on  the  part  of 
the  Bank  of  England  in  the  management  of  its  banking 
affairs;  if  in  the  exercise  of  the  discretionary  powers  still 
left  to  the  Directors  of  the  Bank,  they  bring  the  banking 
affairs  of  the  Bank  into  any  species  of  difficulty,  the 
responsibility  rests  with  them,  and  not  with  the  Act.  It 
is,  however,  a  great  diminution  of  the  public  evils  which 
must  at  any  time  arise  from  mismanagement  in  the  bank- 
ing department,  that  there  exists  in  the  issue  department 
such  an  amount  of  bullion  as  protects  the  public  from  any 
apprehension  regarding  the  solidity  of  its  monetary  system, 
happen  what  may  to  the  Bank  of  England  in  its  banking 
concerns. 

1539.  You  admit  that  the  Bank  of  England  was  in 
imminent  peril  of  not  being  able  to  meet  its  engagements 
in  the  latter  part  of  October,  when  its  reserve  was  at  its 
lowest,  though  it  was  in  no  peril  of  not  being  able  to  pay 
its  Bank  notes  in  specie  ? — I  must  first  object  to  the  form  of 
the  language  which  speaks  of  the  Bank  of  England  being 
in  no  peril  of  not  being  able  to  pay  its  notes  in  specie.  I 
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consider  the  issue  department  to  be  entirely  a  separate 
thing,  and  that  it  has  nothing  to  do  with  the  Bank  of 
England  in  its  banking  business.  The  issue  department 
is  always  prepared  to  pay  its  notes  in  gold.  But  I  must 
also  qualify  what  is  assumed  to  be  my  admission  in  the 
other  part  of  the  question ;  the  banking  reserve  of  the 
Bank  of  England  was  undoubtedly  reduced  to  a  very  low, 
I  think  a  very  undesirable  point ;  but  such  is  the  peculiar 
relation  in  which  the  Bank  of  England,,  from  the  magni- 
tude of  its  capital  and  resources,  stands  towards  the  public, 
that  I  am  rather  inclined  to  think  that  the  Bank  could 
save  itself  at  almost  any  point,  and  that  the  danger  is 
rather  of  the  extraordinary  derangement  which  that  effort 
would  throw  upon  public  affairs  than  that  the  Bank  itself 
would  actually  stop  payment.  I  speak  with  some  doubt 
upon  that  point,  but  that  is  my  impression. 

1540.  In  what  way  do  you  think  the  Bank  would 
have  saved  itself? — The  Bank  at  that  time  held  a  very 
large  amount  of  bills  of  exchange  falling  due  daily,  and 
the  Bank  might  have  refused  to  make  any  further  advance 
whatever,  and  so  have  let  those  bills  run  to  maturity.  By 
this  means  the  Bank  would,  day  by  day,  have  brought 
into  its  till  a  very  large  amount  of  money.  The  Bank, 
again,  held  a  large  amount  of  public  securities  ;  the  Bank 
might  have  brought  those  public  securities  into  the  market 
for  sale,  at  any  extent  of  depreciation.  What  the  effect 
of  that  might  have  been  I  cannot  say ;  but  I  think  that 
any  reflecting  person,  conversant  with  the  affairs  of  the 
Bank,  and  their  connexion  with  the  money  market,  will 
agree  with  me  in  saying,  that  the  power  of  the  Bank  to 
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save  itself  at  the  last  extremity,  though  at  the  expense  of 
of  the  public,  is  prodigious. 

1541.  You  are  acquainted  with  Mr.  Gurney,  the  bill 
broker?— Yes. 


1544.  If  Mr.  Gurney  states  as  a  fact,  that  when  he 
went  on  the  Saturday  to  the  Bank  for  £200,000,  and  on 
the  following  Monday  for  £200,000  more,  he  then  stated 
to  the  governor  of  the  Bank  his  conviction  that  if  some 
relief  were  not  at  that  time  given  by  the  Bank  one-half  of 
the  bankers  in  Lombard- street  would  be  forced  to  stop 
payment,  he,  Mr.  Gurney,  being  in  communication  with 
all  those  bankers,  and  knowing  the  state  of  the  demands 
upon  them ;  and  if  he  has  further  stated,  that  with  no 
securities,  however  good,  could  money  at  that  time  be  got 
in  the  money  market;  do  you  think,  under  those  cir- 
cumstances, that  you  could  maintain  that  the  Bank  could 
have  had  the  power  of  what  is  called  righting  itself  by  any 
operation  upon  the  money  market,  unless  Mr.  Gurney 's 
statement  of  facts  should  be  wholly  untrue  ? — I  hope  the 
Committee  will  allow  me  to  answer  their  questions  accord- 
ing to  the  best  of  my  judgment,  and  to  contribute  any 
knowledge  I  possess  as  to  facts,  without  reference  to  any 
criticism  upon  Mr.  Gurney's  statement  or  opinions.  I 
have  no  doubt  whatever  of  this  fact,  that  the  Bank  of 
England  held  at  the  time  a  very  large  amount  of  bills  of 
exchange  falling  due  every  day,  and  the  Bank  might  have 
suffered  those  bills  to  run  to  maturity  without  re-advanc- 
ing the  amount  to  the  public,  and  in  that  way  have  strength- 
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ened  its  own  position.     What  effect  that  would  have  pro- 
duced upon  the  public  is  a  totally  different  question. 

1545.  But  the  effect  it  would  produce  upon  the  con- 
dition of  the  public  is  the  important  question  to  be  con- 
sidered, is  not  it  ? — Not  if  you  consider  what  the  object 
of  this  portion  of  the  examination  is.     It  is  to  test  the 
correctness  of  my  opinion  that  the  Bank  has  the  power 
of  saving  itself  at  the  sacrifice  of  the  public. 

1546.  Had  not  the   operation  of  the   Act   of   1844, 
whether  well  or  ill  contrived,  the  effect  of  putting  a  re- 
striction upon   the   Bank   of  England,    and   making   its 
reserve  as  low  as  it  is  stated  to  have   been  at  the  end 
of  October,  at  a  time  when  its  real  power  of  meeting  its 
notes  in  specie,  supposing  no  such  restraint  to  have  been 
created  as  was  created  by  the  Act  of  1844,  was  in  fact 
upwards  of  eight  millions  sterling?     In  fact,  therefore, 
was  not  the  real  limit  done  away  with,  and  an  artificial  limit 
substituted  for  it,  which  artificial  limit  had  the  effect  of 
producing  intensity  of  distress  at  that  moment  ? — I  must 
again  profess  my  utter  inability  to  discuss  this  question, 
unless  we  proceed  upon  a  complete  separation  between  the 
management  of  the   circulation  and   the  management  of 
the   banking  business   of  the  Bank.     The  Act  of  1844 
undertook   to   issue    to   the  public  fourteen   millions   of 
notes,  without  any  reference  to  the  state  of  bullion,  and 
in  addition  to  that  to  allow  the  public  to  have  any  further 
quantity  of  notes  that   it  chose  to   ask  for,   delivering 
bullion  into  the  issue  department  against  them.      That 
being  done,  the  Bank  of  England  is  left,  like  every  other 
concern,  to  manage  its  affairs  according  to  its  own  discre- 
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tion,  and  to  make  what  use  it  thinks  proper  of  that  portion 
of  the  notes  which  comes  into  its  possession.  Under  this 
state  of  things  I  think  it  is  altogether  incorrect  to  say  that 
the  Act  has  placed  any  restriction  upon  the  Bank,  or  im- 
posed any  artificial  limit  on  the  amount  of  the  circulation. 
1547.  What  we  are  really  inquiring  into,  is  the  wisdom 
and  expediency  of  that  very  Act  of  1844.  We  are  not 
questioning  whether  the  Bank  was  not  under  the  neces- 
sity of  putting  those  restrictions  upon  itself  which  it  did, 
nor  are  we  questioning  the  policy  of  the  Government  in 
relieving  it  from  those  restrictions,  but  we  are  inquiring 
as  to  the  condition  of  the  Bank  of  England  as  it  was 
managed  under  the  particular  restraints  of  that  Act  of 
1844.  Was  not  the  condition  of  the  Bank  under  the  Act 
of  1844  that  of  having  an  artificial  restraint  put  upon  it, 
which  was  of  a  stricter  and  more  confined  nature  than  it 
would  have  been  under,  if  it  had  been  in  the  old  condition 
of  former  Bank  directions,  having  nothing  to  look  to  but  its 
amount  of  specie  in  its  coffers  as  compared  with  its  liabi- 
lities ? — The  Bank  under  the  old  legislation  had  the  power 
of  issuing  notes  according  to  its  own  discretion,  as  long  as 
there  was  any  bullion  remaining  in  the  bullion  department 
to  meet  them.  Under  the  Act  of  1844,  the  Bank  has  at 
its  disposal  fourteen  millions  of  notes,  and  any  further 
amount  of  notes  equal  to  the  amount  of  bullion  which  the 
Bank  may  place  in  the  issue  department.  I  really  cannot 
state  the  case  more  distinctly  than  that.  The  practical 
result  we  know  to  have  been,  that  during  the  pressure 
of  1847  there  was  a  greater  amount  of  notes  in  the  hands 
of  the  public  than  during  any  previous  period  of  pressure. 
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1548.  You  stated  that  the  pressure  was  necessary  in 
the  early  part  of  1847,  to  correct  the  adverse  exchanges. 
Now,  will  you  turn  your  attention  to  this  circumstance, 
that  through  the  whole  of  1847,  with  the  exception  of  the 
efflux  of  gold  to  the  United  States  of  America,  we  were 
importing  gold  from  every  other  part,  and  that,  in  point  of 
fact,  the  influx,  with  the  single  exception  of  America,  was 
greater  than  the  efflux  during  the  whole  of  the  year  1847. 
Does  not  it  appear,  from  the  return  before  Parliament  of 
the  quantity  of  bullion  bought  and  sold  by  the  Bank,  that 
in  January  there  was  bought,  in  round  numbers,  £48,000 
sterling,  in  February  £293,000,  in  March  £21,000,  in 
April  £85,000,  in  May  £651,000,  in  June  £198,000,  in 
July  £130,000,  in  August  £156,000,  in  September 
£158,000,  and  in  October  £885,000,  of  gold;  and  that 
the  only  export  of  any  consequence  was  that  to  the  United 
States  of  America  for  food,  which  export  to  America 
ceased  to  be  of  any  importance  after  the  month  of  April. 
Does  not  that  state  of  things  show  that  this  pressure, 
admitted  to  be  distressing  to  trade,  was  not  so  necessary 
as  you  suppose  it  to  have  been  for  the  purpose  of  correct- 
ing adverse  exchanges  ? — I  am  not  able  to  state  whether 
the  facts  enumerated  in  the  early  part  of  the  question  are 
correct  or  not,  but  I  am  willing  to  assume  that  they  are 
correctly  stated  ;  but  that  assumption  does  not  in  any 
degree,  in  my  judgment,  invalidate  the  reasonings  by 
which  my  previous  answers  have  been  guided.  I  appre- 
hend that  the  influx  or  efflux  of  bullion  is  the  simple  fact 
by  which  the  amount  of  the  circulation  ought  to  be  regu- 
lated without  reference  to  the  consideration  of  the  quarters 
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more  or  less  in  number  to  which  that  drain  goes.  If  the 
circulation  was  a  metallic  circulation,  the  drain  would, 
though  it  proceeded  exclusively  to  the  United  States, 
reduce  pro  tanto  the  metallic  money  of  the  country  ;  con- 
sequently it  appears  to  me  that  it  ought  in  the  same 
degree  to  reduce  the  paper  money  of  the  country  regu- 
lated upon  a  metallic  basis.  Why,  it  may  be  asked,  does 
gold  upon  the  balance  go  out  of  the  country  ?  No  rational 
or  scientific  answer  can  be  given  to  that  question,  except 
this,  namely  that  such  is  the  state  of  the  circulation  of 
this  country  compared  with  the  circulations  of  other 
countries,  that  gold  is  a  cheaper  commodity  for  export 
than  other  commodities ;  so  long  as  that  is  the  fact,  it  is 
necessary  that  a  contraction  of  the  circulation  should  take 
place  for  the  purpose  of  reducing  international  trade  to  its 
only  legitimate  normal  condition,  a  trade  of  barter.  We 
were,  at  the  time  referred  to,  importing  largely  from  the 
United  States,  and  paying  for  that  import,  not  by  the 
barter  of  other  commodities  against  it,  but  by  the  export 
of  the  precious  metals.  Some  limitation  must  necessarily 
be  put  upon  that  course  of  things,  otherwise  the  solidity  of 
the  monetary  system  would  break  down.  For  the  pur- 
pose of  putting  that  limitation  upon  the  export  of  the 
precious  metals,  pressure  is  necessary,  and  therefore  a 
legitimate  and  useful  process.  In  connexion  with  America, 
there  is  a  very  striking  occurrence,  which  took  place  in 
April,  showing  the  practical  working  of  that  pressure,  and 
the  beneficial  effects  which  it  produced.  At  that  time, 
when  the  whole  community  became  alarmed  respecting 
the  condition  of  the  monetary  system,  it  was  said,  "  Try- 
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ing  and  dangerous  as  our  present  position  is,  it  must 
necessarily  become  much  worse,  for  orders  for  the  trans- 
mission of  a  considerable  further  amount  of  gold  to  the 
United  States  are  at  this  moment  actually  out ;  a  portion 
of  that  gold  is  absolutely  on  board  the  packets  at  Liver- 
pool, and  upon  the  remaining  portion  policies  of  insurance 
have  been  effected.  Consequently,  contract  your  circula- 
tion as  you  will,  lower  prices  as  you  will,  use  every  species 
of  pressure  that  you  can,  two  or  three  millions  more  of 
our  gold  we  must  at  all  events  lose."  That  was  the  doc- 
trine held  at  that  time.  However,  the  Act  fortunately 
remained  firm;  and  what  was  the  result?  The  gold  in 
the  packet  was  taken  out  again  and  brought  back  into  the 
vaults  of  the  Bank  of  England.  The  policies  upon  the 
remaining  portion  were  cancelled,  and  not  one  farthing  of 
that  gold  passed  out  of  this  country.  That  was  the  effect 
of  pressure,  retaining  a  considerable  amount  of  gold  in  this 
country  which  everybody  at  the  time  declared  to  be  abso- 
lutely irrecoverable.  And  what  was  the  result  of  that  ? 
Why  that  our  circulation  was  kept  proportionably  higher 
than  it  would  have  been  if  the  pressure  had  been  less  and 
the  gold  had  been  permitted  to  go  out  of  the  country.  I 
cannot  conceive  a  fact  more  conclusively  verifying  every 
principle  upon  which  the  Act  of  1844  is  based,  or  more 
conclusively  proving  that  firmness  in  maintaining  the 
principles  of  the  Act  during  a  period  of  pressure,  will  in 
the  end  produce  that  result  which  always  follows  a  faith- 
ful adherence  to  principle ;  viz.  a  diminution  of  the  ulti- 
mate inconvenience  and  suffering. 

1549.  When  did  the  transaction  which  you  mentioned 
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of  the  landing  of  the  gold  take  place  ? — I  think  it  was  in 
April.  It  was  a  transaction  well  known  at  the  time,  and 
universally  commented  upon. 

1550.  Are  you  aware  that  in  April  there  was  the 
largest  export  of  gold  to  the  United  States  of  any  month 
in  the  year? — I  do  not  know.     I  do  not  at  all  know  where 
the  gold  goes  to.     If  it  goes  that  is  all  that  I  ever  attend 
to. 

1551.  The   Bank,   seeing  that   the  gold  was  mainly 
and  almost  exclusively  wanted  for  the  United  States,  and 
knowing  the  object  for  which  it  was  wanted,  namely,  for 
the  import  of  food  into  this  country,  and  seeing  after  the 
month  of  April  that  that  efflux  of  gold  stopped^  and  it 
being  evident  towards  the  end  of  the  year  that  our  harvest 
was  a  good  one,  and  that  therefore  the  great  demand  from 
America  must  cease,  and  the  Court  of  Directors  at  the 
Bank  having  the  power,  not  to  look  dryly  at  the  figures, 
but  to  look  at  all  the  circumstances  of  the  case,  and  all 
the  probabilities  of  a  future  demand,  might  not  they,  with 
£8,000,000  in  their  cellars  have  looked  with  indifference 
at  the  amount  of  specie  which  was  going  out,  more  espe- 
cially knowing  that,  not  having  any  other  means  of  pay- 
ment than  specie,  it  must  go  out  for  the  purpose  of  having 
that  which  the  country  could  not  do  without,  namely,  a 
supply  of  food  ? — My  previous  answer,  I  think,  is  a  suf- 
ficient  reply  to   that   part  of  the   question  which  says, 
"  knowing  that  the  specie  must  go  out."     I  think  I  have 
shown  that  if  the  principle  be  rigidly  adhered  to,  it  is  not 
so  clear  that  the  specie  must  go ;  it  will  go  out  only  in 
proportion  as  pressure  is  relaxed.     But  the  question,  in 
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reality,  raises  the  old  point,  whether  the  protection  of 
the  convertibility  of  the  notes  can  be  safely  left  to  the 
discretion  of  any  particular  body  ?  It  was  left,  under  the 
former  system,  to  the  discretion  of  the  Bank  Directors, 
and  the  result  was  three  periods  of  extreme  alarm  for  the 
safety  of  the  monetary  system,  in  1825,  in  1837,  and  in 
1839,  accompanied  with  circumstances  against  which  the 
whole  community  revolted,  so  that  there  was  a  common 
expression  of  determination  that  they  would  leave  the 
monetary  system  no  longer  exposed  to  those  perils.  The 
Act  of  1844  arose  out  of  the  universal  recognition  that  the 
principle  alluded  to  in  the  question  had  been  tried  three 
times  and  had  failed,  and  failed  with  so  many  circumstances 
of  supposed  disgrace  that  they  were  determined  that  they 
would  go  on  with  that  system  no  longer.  The  system  of 
1844  was  resorted  to  as  a  substitute ;  and  the  result  is, 
that  at  a  period  in  which  the  combination  of  circumstances 
to  try  the  solidity  of  our  monetary  system  was  unex- 
ampled, that  system  has  come  out  perfectly  intact,  and 
the  convertibility  of  the  notes  has  been  amply  protected ; 
under  all  those  circumstances,  we  have  never  been  with 
less  than  eight  millions  of  bullion  in  our  coffers.  But  the 
question  proceeded  further  to  make  the  remark  that  the 
Bank  ought  to  have  done  a  great  deal  more,  in  conse- 
quence of  its  having  eight  millions  of  gold  in  its  coffers.  I 
would  observe  that  it  was  the  having  eight  millions  in  its 
coffers  that  enabled  the  Bank  to  do  as  much  as  it  did  for 
the  assistance  of  the  public,  because  the  eight  millions 
of  gold  so  retained  in  the  issue  department  are  represented 
by  notes  at  the  disposal  of  the  Bank.  It  was  the  com- 
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mand  of  those  very  notes,  representing  the  eight  millions 
of  gold,  which  enabled  the  Bank  at  that  time  to  hold 
£31,000,000  of  securities,  an  amount  of  accommodation 
to  the  mercantile  world  which  never  was  given  upon  any 
previous  occasion,  and  the  power  of  giving  which  is  one 
of  the  results  of  the  protective  provisions  of  the  Act  of 
1844. 

1552.  You  have  alluded  to  the  circumstances  under 
which  the  former  system  of  discretionary  power  by  the 
Bank  failed  with  disgrace.      To   what    periods   do   you 
allude  in  referring  to  that? — I  allude  to  the  years  1825, 
1837,  and  1839. 

1553.  At  that  time  was  there  any  suspension  of  the 
payment  of  the  notes  of  the  Bank  of  England  in  gold  ? — 
There  was  no  actual  suspension,  but  there  was  a  universal 
apprehension  of  our  being  at  the  very  edge  of  the  pre- 
cipice. 

1554.  Do  you  think  that  having  got  through  those 
difficulties,  even  the  being  at   the  edge  of  the  precipice 
was  more  disgraceful  to  the   system   that  then  existed, 
than  the  absolute  necessity  of  departing  from  the  system 
of  1844,  which  occurred  in  October,  at  the  period  when 
the  letter  of  the  First  Lord  of  the   Treasury  and  the 
Chancellor  of  the  Exchequer  was  issued  ? — Perhaps  the 
term  "  disgraceful,"  had  better  be  struck  out  of  the  matter 
altogether.     The  discredit  which  was  supposed  to  attach 
to  the  proceedings  upon  the  former  occasion,  had  more 
particular  reference  to  the  feeling  which  arose  in  conse- 
quence of  the  Bank  of  England  having  obtained  assistance 
(though  I  believe  it  was  hardly  fairly  to  be  so  described) 
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from  the  Bank  of  France.  But  I  apprehend  that  no 
discredit  whatever  attaches  to  the  Act  of  1844,  in  conse- 
quence of  the  issue  of  the  Government  letter  of  October 
last.  It  seems  to  me  that  the  issue  of  that  letter 
arose  out  of  one  of  those  peculiar  combinations  of 
circumstances  which  may  occur  occasionally  in  a  com- 
munity of  prodigious  activity  and  enterprise,  carry- 
ing on  trading  operations  upon  a  gigantic  scale,  and 
by  means  of  an  extended  system  of  credit.  You 
cannot  build  up  in  this  country  an  enormous  and 
complicated  system  of  credit,  without  being  occasionally 
under  some  very  peculiar  and  extraordinary  combination 
of  circumstances,  exposed  to  the  possibility  of  panics 
seizing  the  public  mind,  which  cannot  be  regulated  by 
any  systematic  legislative  provisions,  but  which  must  be 
met  according  to  the  exigency  of  the  moment  by  some 
extraordinary  and  exceptional  measure.  I  see  no  disgrace 
in  that.  I  see  nothing  discreditable  in  that.  I  see 
nothing  invalidating  the  principle  of  the  Act,  or  tending 
to  show  that  the  provisions  of  the  Act  are  inefficient  for 
their  intended  purpose. 

1555.  Comparing  two  separate  systems  of  banking, 
or  any  thing  else,  and  comparing  their  action  at  different 
periods,  and  finding  that  the  one,  although  it  may  have 
been  attended  with  difficulty  and  risk,  has  not  been 
departed  from,  but  that  the  other  was  rendered  practi- 
cable only  by  an  entire  departure  from  and  an  entire 
cessation  of  the  application  of  its  principle ;  do  not  you 
think  that  that  experience  tends  to  throw  a  certain  degree 
of  discredit  or  want  of  reliance  and  confidence,  upon  the 
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principle  from  which  we  have  been  obliged  to  depart  in 
the  time  of  trial? — The  whole  of  these  remarks  proceed 
entirely  upon  the  old  fallacy  of  blending  banking  and 
management  of  the  circulation  together.  The  Act  of 
1844  was  passed  for  the  purpose  of  securing  the  converti- 
bility of  the  notes,  without  reference  to  banking  opera- 
tions; that  object  it  has  effectually  accomplished.  I 
think  that  object  ought  to  be  kept  entirely  distinct  from 
any  reference  to  banking  operations.  Now,  when  we 
look  at  the  banking  operations,  we  find  that  under  such 
peculiar  circumstances  as  occurred  in  the  autumn  of  last 
year,  there  suddenly  arose  a  feeling  of  panic  so  general 
and  severe,  that  the  ordinary  banking  operations  of  the 
country  were  seriously  impeded,  and  under  those  circum- 
stances, the  Government  intervened  and  authorized  an 
issue  of  Bank  notes,  which  had  no  reference  to  the  state 
of  the  bullion,  and  the  sole  object  of  which  was  to  arrest 
the  panic  by  a  sudden  and  bold  interference. 

1556.  The  question  was  not    intended   to  raise  the 
point  with  regard  to  separation  or  non-separation ;  the 
question  was  simply  directed  to  this  point,  that  in  October 
1847,  there  was  a  necessity  for  an  entire  departure  from 
the  principle  of  the  then  existing  law  ? — I  do  not  admit 
any  such  departure  from  the  principle  of  the  law. 

1557.  Was  the  letter  of  the  Chancellor  of  the  Exche- 
quer consistent  with  the  law  ?  — It  was  inconsistent  with 
the  letter  of  the  law,  but  not  inconsistent  with  the  prin- 
ciple of  the  law. 

1558.  Then  there    is  nothing    inconsistent  with  the 
principle  of  the  law  in  letters  of  that  description  being 
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resorted  to,  from  time  to  time,  as  circumstances  require  ? 
— It  depends  upon  the  character  of  the  circumstances 
under  which  they  are  issued. 

1559.  Assuming  that  the  Act  of  1844  is  to  continue 
to  be  the  law  of  the  land,  and  assuming  that  ..it  is  neces- 
sary that  a  discretion  should  from  time  to  time  be  exer- 
cised, under  possible  circumstances,  to  suspend  the  action 
of  that  law ;  in  what  way  are  you  of  opinion  that  that 
discretion  can  be  most  safely  lodged,  with  the  view  to 
insure  as  little  as  possible  a  departure  from  this  statute? 
— I  think  it  important  to  render  a  recourse  to  the  suspend- 
ing power  extremely  difficult,  and  such  as  will  be  resorted 
to  only  under  the  last  and  most  extreme  necessity.     I 
think  that  by  leaving  the  Government  to  do  it  upon  its 
own  responsibility,  and  as  a  violation  of  an  existing  Act 
of  Parliament,  we  obtain  a  better  protection  against  too 
easy  and  ready  an  exercise  of  the  power,  than  by  lodging 
the  discretion  with  any  other  parties. 

1560.  What    difference    existed    between    the    two 
periods  of  April  and  October,  which  makes  the  argument 
which  you  use  in  justification  of  the  letter  in  October, 
not  applicable  to  the  former  period  of  April  ?— In  April 
the  adverse  state  of  the  exchanges  was  barely  rectified ;  a 
slight  cause  would  again  have  turned  them  against  us. 
But  in  October,  they  became  clearly  and  decisively  in 
our  favour. 

1561.  Do  you  think  that  the  state  of  the  exchanges  is 
that  which  ought  to  guide  the  discretion  of  the  Govern- 
ment, with  reference  to  the  issue  of  a  similar  letter  of 
relaxation  ? — I  think  it  would   be    impossible    to    issue 
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such  a  letter  with  safety,  unless  the  exchanges  were  in 
our  favour,  and  decidedly  in  our  favour ;  it  does  not 
follow  that  the  mere  fact  of  their  being  in  our  favour 
would  justify  the  issuing  of  the  letter. 

1562.  But  if  they  are  in  our  favour,  and  there  exists 
at   the    same   time   a   degree   of  pressure,  you  think  it 
advisable  that  this  relaxation  should  be  allowed  ? — I  think 
it  very  unadvisable  to  issue  such  a  letter,  unless  under 
the  most  extreme  necessity,  and  as  a  remedy  for  a  state 
of  things  which  is  altogether  out  of  the  ordinary  course. 

1563.  At  what  period  of  pressure  do  things  become 
not  amenable  to  principle  ? — When  the  actual  conduct  of 
parties  becomes  such  that  you  cannot  bring  it  under  the 
test  of  any   ordinary  principle.      When  people  act    not 
from  any  reasonable  motive,  but  under  the  blind  influence 
of  panic,    I   consider  their   conduct  as  not  amenable   to 
principle. 

1564.  In  your  evidence  in  July  1840,  it  is  stated,  in 
perfect  consistency  with  what  you  have  stated  now,  that 
"  almost  in  any  extremity   of  the  state  of  bullion,  the 
Bank  of  England  has  means  within  its  power  of  producing 
such  an  action  upon  the  public,  as  shall  be  sufficient  to 
stop  the  foreign  drain ;  but   the  difficulty  is,  that  if  it 
allows  the  bullion  to  get  to  a  low  point,  the  action  to 
stop  the  foreign  drain  must  then   be  very  sudden,  and  of 
a  nature  very  severe  and  ruinous  to  the  commercial  com- 
munity ;  also,  there  is  great  danger  with  such  an  action, 
of   exciting   an   internal   demand ;    and   when   once  the 
internal  demand  is  raised,  there   is  no    principle    upon 
which   you  can  stop  that.'5     Referring  to  that  evidence, 
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and  to  the  observation  you  have  now  made,  that  the 
cases  in  which  pressure  arises  are  not  amenable  to  prin- 
ciple, does  the  one  explain  the  other,  and  show  that  those 
cases  not  amenable  to  principle,  are  cases  of  domestic 
demand  ? — The  remark  quoted  from  my  former  evidence, 
had  reference  to  an  internal  drain  for  bullion.  I  appre- 
hend that  the  discussion  which  we  have  lately  been 
carrying  on,  has  had  reference  to  what  is  called  an 
internal  drain  (though,  as  I  stated,  I  think  unhappily  so 
called)  for  Bank  notes.  They  are  two  totally  different 
things. 

1565,  In  October  1847,  it  was  not  a  drain  for  bullion 
in  your  sense  of  the  word,  but  it  was  an  internal  drain 
for  Bank  notes,  or  for  money? — In  October  1847,  there 
was  some  though  not  a  powerful  drain   for  bullion  ;  there 
was  also  a  pressure  which  diminished  the  efficiency  of 
the  existing  circulation. 

1566.  Whenever  that  takes  place,  and  the  circulation 
becomes  insufficient,  do  you  think    it    advisable  that  a 
relaxation  should  take  place  ? — No  ;  I  do  not  state  that. 
It  is  a  question  entirely  of  degree.    I  think  that  a  relaxa- 
tion ought  only  to  take  place  in  the  last  extremity,  when 
the  inconvenience  arising  from  the  pressure  has  produced 
all   its   legitimate    effects    in    rectifying    the  exchanges, 
and  the  danger  of  general  confusion  has  become  immi- 
nent. 

#  *  *  *  * 

1573.  Upon  the  whole,  you  would  prefer  that  the 
power  of  relaxing  the  Act  (of  1844),  should  not  be  vested 
anywhere  by  law  ? — Certainly  not  by  law. 
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1574.  You  have  stated  that,  in  the  present  instance, 
the  interference  was  proper,  and  absolutely  necessary. 
Therefore,  if  Parliament  were  to  make  no  provision  at 
all,  and  give  no  authority  for  it  any  where,  and  yet  the 
thing  must  in  cases  of  great  distress  be  done,  would  not 
that  leave  the  law  in  a  very  awkward  position?  — I  appre- 
hend that  that  is  the  state  in  which  we  are  left  with 
respect  to  almost  all  our  laws.  It  is  perfectly  known, 
that  circumstances  may  arise  which  will  impose  upon  the 
Government  the  duty  of  taking  upon  itself  the  responsi- 
bility of  suspending  the  action  of  any  law  whatever.  I 
think,  not  long  ago,  Lord  John  Russell  stated  distinctly 
in  one  of  his  public  speeches,  that  he  should  not  scruple 
to  violate  the  law  if  public  necessity  required  it. 

*  *  *  •*  •* 

1576.  Do  not  you  think  that  if  the  discretion  is  only 
to  be  exercised  under  circumstances  so  extraordinary,  it 
is  almost  impossible  to  anticipate  them  by  legislation  ? — 
The  circumstances  under  which  it  would  be  necessary  to 
exercise  the  discretion  cannot  be  defined  beforehand. 
There  is  also  this  difficulty :  the  very  knowledge  that 
such  a  measure  may  be  resorted  to,  tends  to  check  the 
introduction  of  the  natural  and  proper  correctives.  There- 
fore, though  you  cannot  altogether  get  over  the  difficulty, 
I  think  it  is  obvious  that  the  true  policy  is,  to  do  nothing 
that  shall  in  any  way  whatever  strengthen  the  feeling  in 
the  public  mind,  that  under  pressure  they  will  have  this 
relaxation ;  for  in  proportion  as  they  anticipate  it,  in  the 
same  degree  will  they  abstain  from  the  proper  and 
natural  correctives  ;  and  to  whatever  degree  they  abstain 


ON   COMMERCIAL    DISTRESS.  569 

from  resorting  to  those,  in  the  same  degree  the  ultimate 
pressure  will  be  augmented. 

1577.  Do  you  not  believe  that  if  the  same  occurrences 
took  place  next  October,  the  public  would  believe  that  a 
relaxation  would  take  place  ? — That  I  consider  to  be  the 
great  evil  connected  with  the  issuing  of  the  letter.     You 
have  had  all  the  benefit  of  the  letter,  and  you  know  what 
that  benefit  is,  but  you  have  yet  to  experience  the  evil 
consequences  that  must  arise  from  it.     It  was  on  this 
account,  I  stated  that  though   I  admit  the  necessity  of 
issuing  the  letter^  yet  I  make   that  admission  with  the 
deepest  regret. 

1578.  Do  you  think  that  the  evils  of  such  an  expecta- 
tion would  be  diminished  by  making  the  issue  of  such  a 
relaxation  easy  ? — No,  quite  the  contrary.     I  think  it  is 
of   the  highest    importance    that  you  should  make  the 
issuing  of  such  a  letter  again  as  difficult  as  it  is  possible 

to  make  it,  short  of  rendering  it  impossible. 

#  *  *  *  * 

1582.  Does  not  the  correction  of  the  foreign  exchanges 
depend  upon  the  activity  of  our  own  trade,  and  our  means 
of  exporting  our  manufactures  and  produce  to  the  rest 
of  the  world? — The  state  of  the  foreign  exchanges  is  no 
doubt  closely  connected  with  and  dependent  upon  the 
balances  of  trade,  including  in  that  term  trade  in  public 
securities  as  well  as  in  commodities.  In  its  transmission 
from  country  to  country,  bullion  is  to  be  considered  as  a 
commodity.  It  is  transmitted  from  one  country  to 
another,  only  because  it  is  a  cheaper  mode  of  making 
a  payment  than  other  commodities ;  and  in  proper- 
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tion  as  it  is  transmitted,  the  quantity  in  the  country 
from  which  it  goes  is  diminished,  and  that  diminution 
in  quantity  raises  its  value,  and  renders  some  other 
article  a  cheaper  means  of  making  a  foreign  payment. 

1583.  But  the  power  of  the  country  to  command  its 
share  of  that  commodity,  gold,  depends  upon  the  active 
prosperity  of  its  own  commerce  and  its  productions  ? — I 
apprehend  the  principle  is  this,  that  in  determining  the 
normal  state  of  the  distribution  of  the  precious  metals, 
the  relative  activity  of  the  productive  power  of  different 
countries  is  the  regulating  circumstance ;  but  when  you 
come  to  temporary  fluctuations  of   the  precious   metals 
between  two  countries,  then  other    circumstances    may 
become  predominant  in  regulating  them. 

1584.  Does  not  the  distress  created  in  our  manufac- 
turing districts,  the  stoppage  of  business  in  some  of  them, 
and  the  difficulties  imposed  upon  all  of  them  by  monetary 
derangement,  paralyze  the  means  of  the  country  for  the 
restoration  of  the  balance  of  the  precious  metals  ? — That 
question  seems  to  me  to  confound  the  effects  of  variations 
in  the  amount  of  circulation,  with  the  effects  of  variations 
in  the  amount  of  capital.     Monetary  derangement  arising 
from  variations  in  the  amount  of  our  circulation,  will 
never  go  to  any  extent  in  paralyzing  the  trade  of  the 
country,  or  stopping  the  productive  power  of  our  manu- 
factures.   It  is  want  of  capital  which  alone  produces  these 
serious  effects.      What  really  produced  a  derangement  of 
trade  and  stoppage  of  transactions  in  1847  was  the  loss  of 
capital,  and  the  diversion  of  capital  to  other  than  trading 
purposes. 
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#•  #  *•  *  # 

1587.  You  are  aware  that  manufactures  suffered  con- 
siderably by  the  monetary  derangement  of  last  year  ? — I 
must  again  repeat  the  distinction  that  I  draw  between 
monetary  derangement  and  derangement  of  the  capital  of 
the  country.     The  manufacturing  operations   of  Birming- 
ham and  Lancashire  were  seriously  deranged  last  year,  as 
were  all  the  trading  operations  of  the  kingdom ;  but  that 
derangement  was  the  result  of  a  great  loss  or  diversion  of 
capital.     It  is  impossible  for  a  country  to  suffer  in  its 
harvest,  as  this  country  suffered  in  1846,  thus  losing  an 
important  part  of  its  wealth,   and  also  to  have   capital 
drained  from  its  trading  operations  to  a  large  amount,  as 
was  the   case  during  the  last  two  years,  without  being 
seriously  inconvenienced  by  it.     Persons  attribute  this 
inconvenience  to  monetary  derangement,  but  the  monetary 
derangement  was  one  of  the  inevitable  effects  of  these 
circumstances,  and  not  one  of  the  causes. 

1588.  The  operations  carried  on  at  Birmingham  and  at 
Manchester  are  so  carried  on  by  a  mixture  of  capital  and 
credit,  are  they  not? — Credit  is  a  means  of  carrying  them 
on,  because  credit  is  a  means  of  obtaining  another  man's 
capital. 

1589.  Is   not   the   business   of   Manchester,  in  fact, 
carried  on  partly  by  capital  and  partly  by  means  of  other 
people's   capital,   by  means  of  credit  upon  bills? — The 
trade  of  Lancashire,  like   every  description  of  trade  in 
this  country,  is  carried  on  by  capital,  that  capital  being 
partly  the  property  of  persons  immediately  engaged  in  the 
trade,  and  partly  borrowed  by  them  from   other  persons 
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through  the  medium  of  credit.  An  interruption  to  credit 
is  an  interruption  to  the  facility  of  so  borrowing  other 
people's  capital  to  carry  on  trade. 

1590.  From  your  experience  can  you  state,  taking  a 
manufacturer  with  £20,000  of  capital,  what  amount  he 
would  use  in  his  operations  in  the  shape  of  credit  ?     Sup- 
posing he   starts  with  £20,000   worth  of   capital,  what 
extent  of  business  could  that  man  carry  on  by  using  credit 
in  addition  to  his  capital? — That  question  admits  of  no 
definite  answer.     It  depends  upon  a  thousand  uncertain 
circumstances.     It  depends  not  only  upon  the  capital,  but 
upon  the  character  of  the  man,  and  also  upon  the  prudence 
of  those  who  trust  him. 

1591.  No  person  is  better  able  to  give   an  opinion, 
necessarily  a  speculative  opinion,  upon  it  than  yourself,  as 
to  the  extent  to  which  credit  comes  in  aid  and  in  support 
of  the  actual  capital  of  the  country  in  the  great  manufac- 
turing districts.     Can  you  give  the  Committee  any  notion 
of  that? — If  I  understand  the  meaning  of  the  question 
rightly  it  is  this :  what  proportion  of  the  trade  of  the 
country  is  carried  on  with  capital  belonging  to  the  persons 
who  actually  use  it,  and  what  proportion  with  borrowed 

capital  ?     I  think  it  is  impossible  to  answer  that  question. 

***** 

1596.  Has  not  there  been  in  the  manufacturing  dis- 
tricts a  stoppage  and  derangement  of  business  consequent 
upon  the  monetary  distress  of  last  year? — There  is  no 
doubt  that  during  last  year  the  extent  of  trading  trans- 
actions was  greatly  contracted.  Diminution  of  trading 
capital,  in  consequence  of  bad  harvest  and  other  circum- 
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stances,  was  the   cause  which  produced  both    monetary 
distress  and  diminished  activity  in  production. 

1597.  And  consequently,  that  the  deficient  export  of 
our  own  manufactures  must  have  prevented,  to  a  certain 
extent,  that  influx  of  bullion  from  abroad  which  might 
have  assisted  the  position  of  the  Bank  ? — Monetary  distress 
tends  to  produce  fall  of   prices;   that  fall  of  prices  en- 
courages exports  and  diminishes  imports ;  consequently  it 
tends  to  promote  an  influx  of  bullion.     I  can  quote  a  fact 
of  rather  a  striking  character,  which  tends  to  show  that  a 
contracting  operation  upon  the  circulation  tends  to  cheapen 
the  cost  of  our  manufactured  productions,  and  therefore 
to  increase  our  exports.     The  very  morning  that  the  sus- 
pensory letter  of  the  Government  was  issued,  I  received 
a  private  letter  from  a  person   of  great   importance   in 
Lancashire,  to  this  effect : — "  I  do  not  know  whether  you 
have  any  influence  with  Her  Majesty's  Ministers,  but  if 
you  have,  let  me  implore  you  to  entreat  them  to  be  firm 
in   maintaining  the  Act, — to  be  firm  in  resisting  these 
applications  for  relaxation.      All  the    manufacturers   in 
Lancashire  are  now  struggling  to  resist  the  improperly 
high  price  of  the  raw  material  of  cotton ;  and  in  support 
of  that  effort  all  the  operatives  are  starving  themselves  by 
working  short  time ;  if  any  relaxation  is  given,  they  will 
be  in  a  state  of  exasperation  at  the  improper  interference 
of  the  Government,  by  which  the  high  price  of  the  raw 
material  will  be  supported,  and  manufacturing  industry 
checked.5'     That  letter  reached  me  the  very  morning  that 
the  letter  of  the  Government    was    issued,  and  almost 
immediately  the  raw  cotton  rose  in  price. 
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1598.  The  writer  of  that  letter  was  probably  a  man  of 
considerable  substance,  a  very  wealthy  man,  with  abundant 
capital  to  carry  on  his  business  ? — He  had  recently  retired 
from  business.      I  can  state  another  circumstance  that 
occurred  in    London  corroborative  of  the  same   results. 
Within  half  an  hour  of  the  time  that  the  notes  summoning 
the  Court  of  Directors  of  the  Bank  specially  on  the  Monday 
morning  were  issued,  parties,  inferring  probably  from  that 
fact  that  a  relaxation  was  about  to  take  place,  sent  orders 
to  withdraw  goods  from  a  sale  which  was  then  going  on ; 
the  goods  being  such  as  would  probably  have  been  bought 
for   foreign   export.       Those   circumstances    show   most 
strongly  the  corrective  influences  which  arise  from  mone- 
tary pressure,  and  the  difficulty  of  forseeing  all  the  incon- 
venient consequences  which  may  arise  from  interference. 

1599.  The  opinion  of  that  gentleman  in   Lancashire 
must  have  been,  that  that  distress  for  credit  and  capital  in 
Liverpool  was  really,  instead  of  being  an  injury,  a  great 
benefit  to  the  manufacturing  interests  of  that  part  of  the 
world,  inasmuch  as  it  checked  the  price  of  raw  cotton  at 
Liverpool  ? — The  opinion  went  undoubtedly  to  this,  that 
monetary  distress  has  a  general  tendency  to  throw  down 
prices,  and  that  the  fall  of  the  prices  of  raw  materials 
encourages  manufacturing  production. and  tends  to  increase 
our  foreign  exports.     He  looked  to  the  interests  of  the 
manufacturers,  masters  and  operatives.    The  master  manu- 
facturers and  labourers  wanted  to  extend  the  market  for 
their  productions  by  the  increase  of  our  foreign  exports, 
which  had  been  checked  by  the  high  price  of  the  raw 
material  of  cotton,  which  high  price  of  the  raw   material 
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of  cotton  they  conceived  to  be  the  result  of  combination 
and  speculation  at  Liverpool,  and  which  speculation  they 
expected  must  have  broken  down  if  the  Government  had 
not  interfered.  The  Government  did  interfere;  and 
undoubtedly  the  effect  was  an  immediate  rise  in  the  price 
of  raw  cotton. 

1600.  You  stated  that  that  was  a  letter  from  a  gentle- 
man who  had  retired  from  business;   had  you  the  same 
information  from  any  persons  actually  engaged  in  busi- 
ness?— It  was,  I  believe,  the  common  impression  of  the 
manufacturers  in  Lancashire. 

1601.  You  believe  it  to  be  the  general  opinion  of  the 
manufacturers  in  Lancashire,  that  the  monetary  pressure 
upon  them  during  the  last  year,  has  in  reality  been  no 
injury,  but  rather  a  benefit  to  them? — I  have  not  stated 
that.      I  believe  the  fact  to  be  that  the  opinion  of  people 
in  Lancashire  upon  the  propriety  of  issuing  that  letter 
was  extremely    divided,    and    divided   upon   a   principle 
very  obvious.     All  parties  interested  in  upholding  the 
prices  of  raw  materials  or  imported  articles,  would  natu- 
rally approve  of  a  measure  which  facilitated  that  result, 
whilst  the  consumers  of  those  articles  might  as  naturally 
take  a  different  view  of  the  question. 

1602.  You  are  aware  that  reports  are  made  to  Parlia- 
ment annually   by  the  Inspectors  of  Factories   in  those 
districts.   One  of  those  inspectors,  Mr.  Saunders,  a  person 
probably  wholly  unconnected  with  manufactures  himself, 
made  a  report  last  year  to  the  Government  of  the  state  of 
things  in  the  manufacturing  districts,  and  in  his  report 
there  is  this  observation :  "  All  the  Sub-Inspectors  refer, 
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as  the  principal  cause  of  the  present  depression  in  trade, 
to  the  state  of  the  money  market,  and  the  impossibility 
that  any  branch  of  business  can  afford  to  pay  a  discount 
of  eight  per  cent,  for  the  cash  necessary  to  carry  on  the 
business."  Are  you  of  opinion  that  that  gentleman,  who 
lives  amongst  those  manufacturers  and  inspects  them,  and 
all  the  Sub-Inspectors,  are  mistaken  as  to  the  operation 
upon  the  manufactures  of  the  monetary  disturbance  of  the 
past  year  ? — I  think  that  in  the  passage  quoted,  the  dis- 
tinction between  the  want  of  money  and  the  want  of 
capital  is  not  sufficiently  alluded  to. 

1603.  Are  you  aware  that  Mr.  Saunders  is  in  no  way 
connected  with  the  district  of  which  you  spoke  before, 
that  his  duties  are  entirely  exercised  in  the  manufacturing 
districts   of   Yorkshire  ? — I  have  no  knowledge    of   the 
sphere  of  Mr.  Saunders'  duties.     The  fallacy  which  per- 
vades the  passage  in  question  is,  no  doubt,  very  common. 
Persons  of  station  and  authority  have  countenanced  the 
doctrine,  that  the  high  price  of  money  stops  all  trade  and 
ruins  every  thing ;  but  if  they  would  look  further,  and 
ask  what  is  the  cause  of  the  high  price  of  money,  they 
would  find  that  it  is  the  want  of  adequate  capital,  and 
they  would  have  no  difficulty  in  seeing  from  what  causes 
that  want  of  capital  has  arisen. 

1604.  Supposing  you  had  the  evidence  of  a  Birming- 
ham banker,  who  stated  that  a  manufacturer  applied  to 
him  for  assistance  to  execute  a  foreign  order,  which  he 
represented  to  be  a  very  advantageous  one,  and  that  the 
banker  said,  <e  I  will  assist  you,  but  I  must  have  eight  per 
cent,  interest ;"  in  reply  to  which  the  manufacturer  said, 
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"  I  cannot  pay  any  such  interest,  for  that  would  absorb 
the  whole  profit  I  shall  make  upon  the  execution  of  the 
order;"  if  such  evidence  as  that  were  produced  before 
this  Committee,  would  not  that  have  weight  with  you  in 
confirmation  of  the  opinion  that  the  distress  for  money  in 
the  last  year  has  extensively  injured  all  the  manufacturing 
interests  of  the  country? — No.  I  should  proceed  to 
analyze  that  statement,  and  to  look  a  little  deeper  into  it, 
and  I  think  I  should  soon  come  to  the  conclusion  that, 
finding  no  diminution  of  the  Bank  notes  with  the  public, 
the  distress  for  money  must  be  the  result  of  a  distress  for 
capital;  that,  in  fact,  the  high  rate  of  interest  and  the 
depression  of  the  manufacturing  interests,  was  the  neces- 
sary result  of  the  diminution  of  the  national  capital  applic- 
able to  manufacturing  and  trading  purposes. 

1605.  But  you  admit  that  there  has  been  an  increased 
rate  of  interest  for  capital  through  the  year  ? — The  facts 
respecting  the  rate   of  interest  are  perfectly   notorious. 
There  was  an  increased  rate  of  interest  through  the  greater 
part  of  the  year. 

1606.  Must  not  the  efforts  of  houses,  such  as  you  have 
described  to  exist,  to  extend  their  system  of  credit,  with 
little  or  no  possession   of  capital,  be  always  ultimately 
attended   with   injurious   effects   to  houses  possessed   of 
capital,  and  extending  their  credit  only  in  proportion  to 
their  capital? — If  credit  be  extended  too  boldly  there  will 
be  periods  when  that  credit  system,  being  subjected  to 
severe  trial,  gives  way;  and,  as  a  necessary  result,  the 
general   state  of  confidence  is  disturbed,   and   even   the 
provident  trader  experiences  considerable  inconvenience. 

2p 
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1607.  So  that  a  person  possessed  of  capital,  however 
prudent  he  may  be,  is  not  safe  from  the  possible  effects  of 
speculations  undertaken  by  persons  possessing  little  or  no 
means,  and  carrying  on  their  speculations  without  reference 
to  their  means  ? — When  a  period  of  confusion  arises  from 
the  breaking  down  of  a  system  of  undue  credit,  those  who 
have  traded,  even  upon  sound  principles,  are  exposed  to 
inconvenience,  more  or  less,  according  to  circumstances. 

1608.  You  have  been  very  much   questioned    as  to 
your  opinions  upon  the  subject  of  the  issue  of  the  Govern- 
ment letter ;  but  it    has  been  assumed  all   along  in  the 
course  of  your  examination,  that  that  letter  was  a  simple 
relaxation  of  the  power  of  the  law  as  affected  the  Bank's 
issue  of  paper ;  but  you  are  aware  that  that  permission 
was  accompanied  by  another  condition,  which  was  a  great 
security  upon  the  exercise  of  it  ? — Undoubtedly  the  letter 
would  have  been  a  most  dangerous  measure  if  it  had  not 
been  accompanied  with  an  absolute  restriction  as  to  the 
rate  of  interest. 

1609.  You  are  decidedly  of  opinion  that,  unless  the 
Government,  in  issuing  that  letter,  had  accompanied  their 
permission   to  make  advances  with  a  very  considerable 
restriction    upon   the   rate    of   interest   at    which  those 
advances  were  to  be  made,  that  letter  would  have  been  an 
extremely  dangerous  step  ? — A  most  dangerous  step. 

1610.  You  said  that  it  was  a  matter  of  notoriety  that 
the  variations  in  the  rate  of  interest  in  last  year  had  been 
very  considerable.      Can  you  state   what   they   were  in 
relation  to  the  anterior  crises  in  1837  and  1839? — I  can- 
not give  a  precise  answer  to  that  question.      The  rate  of 
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discount  upon  bills  of  exchange  taken  alone  is  not  a  fair 
standard  by  which  to  measure  the  variations  in  the  value 
of  money  during  the  different  crises.  Under  the  former 
crises  the  influence  of  the  usury  laws  was  in  operation ; 
not  actually  in  1837,  but  the  operation  of  the  usury  laws 
upon  the  habits  of  the  community  with  reference  to  the 
discount  of  bills  was  not  then  worn  away.  Therefore  the 
rate  of  interest  upon  bills  of  exchange  is  not  a  fair  com- 
parative standard  for  those  different  periods.  You  should 
look  at  various  indications  ;  you  should  look  at  the  com- 
parative extent  of  the  fall  in  the  public  funds ;  you  should 
look  at  the  fluctuations  in  the  price  of  exchequer  bills ; 
you  should  inquire  at  what  rate  money  was  raised  in  the 
stock  market;  you  should  combine  all  those  results 
together  before  you  can  correctly  estimate  the  compara- 
tive variations  of  the  different  crises. 

***** 

1614.  Is  not  the  fluctuation  in  the  discount  of  mer- 
cantile bills,  a  fluctuation  which  most  immediately  affects 
the    manufacturing    interests    of   the    country  ? — There 
again  it  becomes  necessary  to  pursue  the  subject  to  the 
bottom,  because  the  fluctuations  in  the  rate  of  discount 
upon    mercantile    bills    were    checked    formerly  by   the 
diminished  power  of  resorting  to  the  discount  of  mercan- 
tile bills.     Many  parties  probably  in  1847,  got  their  bills 
discounted  by  paying  a  high  rate  of  interest,    who  on 
former  occasions  would  not  have  got  their  bills  discounted 
at  all. 

1615.  You  mean  that  they  were  checked  by  the  usury 
laws? — And    by    the  effect    produced   upon    the  habits 
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of  the    country,  even  after   the    laws    ceased   to   be  in 

existence. 

*  *  *  #  * 

1617.  When  you  were  examined  upon  this  subject  in 
1840,  you    stated    truly,  that   the  arate  of  interest  in 
France  is  a  great  deal  more  steady  than  it  is  in  England ;" 
and  you  stated,  that  there  were  two  circumstances    to 
account  for  that :  "  first,  that    the    currency  of  France 
may  be  considered  as  virtually  a  metallic  currency  ;   that 
consequently  all  oscillations  in  the  rate  of  interest  which 
arise  from  an  unnatural  state  of  the  currency  in  any  other 
country  are  avoided  in  France :"  and   that  there  is  less 
commercial  speculation.     Was  not  the  object  of  the  Act 
of  1844,  to  produce  an  equality  of   value  between  the 
paper  and  the  gold  which  it  represented,  and  to  make  it 
vary  in  the  same  manner  as  a  metallic  currency  would 
have  varied  ? — Undoubtedly. 

1618.  You  conceive  that  operation  to  have  succeeded  ? 
—Yes. 

1619.  Then  would  not  the  consequence  of  that  be, 
as  far  as  the  steadiness  in  the  rate  of  interest  in  France, 
was  produced  by  the  greater  proportion  of  its  metallic 
circulation,  to  have  brought  the    rate    of    discount    in 
England  to  a  steadier  amount  after  the  passing  of  that 
Act  of  1844  than  it  had  been  anteriorly  ? — I  apprehend 
that  the  effect  of  the  Act  of  1844,  was  to  remove  what- 
ever   fluctuations,  either  in    prices   or    in    the    rate    of 
interest,  had  occurred  from  bad  regulation  of  the  paper 
circulation    previously ;     meaning,    by    bad    regulation, 
fluctuations  in  the  amount  of  paper  money  which  would 
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not  take  place  in  the  amount  of  metallic  money ;  but  I 
conceive,  that  the  fluctuations  in  the  rate  of  interest  in 
France,  are  much  more  attributable  to  the  limited  extent 
of  their  credit  system  as  compared  with  England.  In 
speaking  upon  the  subject,  I  should  state  that  I  have  no 
particular  connexion  with  France,  and  no  practical  expe- 
rience of  the  monetary  operations  of  that  country ;  but 
there  is  a  short  passage  upon  that  subject  in  a  pamphlet 
recently  published  by  Mr.  Hubbard,  a  very  intelligent 
merchant,  largely  engaged  in  exchange  transactions,  and 
a  Director  of  the  Bank  of  England,  which  I  am  glad  to 
quote  in  support  of  my  own  opinion.  He  says,  6<  The 
commercial  interests  of  England  have  suffered  so  much 
more  than  those  of  her  neighbour,  because  her  credit 
system  is  so  much  more  extended."  I  perfectly  concur  in 
that  opinion. 

***** 

1633.  You  consider  that  the  market  rate  of  interest 
should  be  determined    by  the  value  of  capital,  or  the 
extent  of  profitable   employment  to    which  it    can    be 
put  ? — Certainly,   by  the  relative  proportion  of   supply 
and  demand. 

1634.  Is  not  it  determined  by  two  practical  causes ; 
first  of  all,  the  use  and  application  of  capital  to  profitable 
purposes;   and,  secondly,  its  application  to  relieve  any 
distress  and  pressure  that  may  be  artificially  created  ? — 
Now,  we  see  in  these  returns  before  the  Committee,  that 
the  Bank  have  varied  their  interest  at  different  periods 
from  one  and  three-quarters  per  cent.,  in  October   1844, 
to  nine  per  cent,  in  January  1 848 ;  and  the  Committee 
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have  had  evidence  that  the  Bank  has  actually  demanded 
ten  per  cent,  from  persons  applying  to  it  with  the  best 
possible  securities.  Now,  do  you  consider  that  the 
business  of  any  great  commercial  country  can  ever  be 
properly  carried  on,  with  a  variation  in  the  rate  of  inte- 
rest between  one  and  three-quarters  and  ten  per  cent,? — 
I  apprehend,  in  the  first  place,  that  the  Bank  of  England 
has  not  the  power  of  controlling  the  rate  of  interest ; 
that  if  circumstances  occur  naturally  producing  very 
violent  fluctuations  in  the  rate  of  interest,  the  Bank  of 
England,  like  everybody  else  who  has  money  to  lend, 
must  conform  to  those  rates.  The  Bank  of  England  is  in 
no  way  whatever  responsible  for  those  rates;  and  if  it 
were  to  attempt  to  control  them,  the  effect  would  be  to 
make  the  variations  much  greater.  To  the  second  part 
of  the  question,  whether  the  commerce  of  the  country  can 
be  carried  on  under  such  fluctuations  of  interest  as  those 
described,  I  answer,  without  the  slightest  hesitation,  yes. 
I  have  no  doubt  whatever  that,  notwithstanding  such 
fluctuations  as  those  which  have  actually  occurred  in  this 
country,  the  commerce  of  this  country  will  continue  to 
prosper.  I  have  no  doubt  that  the  commercial  prosperity 
of  this  country  will  be  restored,  and  even  be  placed  on  a 
firmer  foundation  by  the  events  of  last  year.  I  answer 
further,  that  such  fluctuations  of  interest  do  take  place 
frequently  in  the  most  prosperous  commercial  countries  in 
the  world.  If  the  Committee  will  refer  to  the  published 
monthly  circulars  respecting  the  rate  of  interest  in  the 
United  States  during  the  last  year,  they  will  find  fluctua- 
tions much  greater  than  that ;  yet  the  commerce  of  the 
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United  States,  there  is  not  the  smallest  doubt,  has  been 
and  will  be  carried  on  successfully.  If  the  Committee 
will  refer  also  to  Hamburgh,  they  will  find  that  it  is 
precisely  the  same  there ;  and  I  believe  they  will  find 
that  in  Holland  also,  though  not  to  the  same  extent  as  in 
the  United  States  and  at  Hamburgh,  great  fluctuations  in 
the  rate  of  interest  periodically  take  place. 

1635.  Are  you  aware  that  in  Hamburgh,  there  is  no 
public  Bank  of  discount  whatever  ? — I  am  aware  that  in 
Hamburgh  there  is    no    bank  which   advances    its  own 
capital  or  that  of  its  depositors,  on  the  discount  of  bills  of 
exchange. 

1636.  Are  you  not  aware  that  no  banks  in  the  United 
States   ever  discount  otherwise    than   at  legal  interest ; 
that  though  there  may  be  a  higher  rate  of  interest  charged 
elsewhere,  yet  that  in  fact,  none  of  the  banks   in   the 
United   States  can  by  law  discount  otherwise  than    at 
their  legal  interest,  which  legal  interest  does  not  exceed 
six  per  cent.? — That  fact,  in  all  probability,  may  be  con- 
nected with  and  tend  to  account  for  the  very  great  fluc- 
tuations of  the  rate  of  interest  in  the  United  States.     It 
seems  to  me  to  verify  what  I  stated,  that  the  attempt  to 
restrict  artificially  the  rate  of  interest  will  produce  greater 
fluctuations. 

1637.  You    say  that   the  Bank  of    England  has  no 
power  to  influence,  and  does  not  influence,  the  rate  of 
interest  ? — I  mean  that  the  Bank  cannot  exercise  any  real 
permanent  influence  upon  the  rate  of  interest,  making  it 
higher  or  lower  than  natural  circumstances  would  deter- 
mine.     Of  course    I  do  not  mean  to  say  that  if — the 
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usual  rate  being  now  four  per  cent. — the  Bank  to-morrow 
were  to  say,  "we  will  lend  money  at  three  per  cent.," 
that  would  not  have  the  effect  of  lowering  the  rate  of 
interest  temporarily  for  a  short  time.  The  effect  would 
be  largely  to  increase  the  demands  upon  the  Bank,  which 
the  Bank  could  not  long  continue  to  meet  at  that  rate. 

1638.  Do  not  you  suppose  that  a  great  bank,  such  as 
the  Bank  of  England,  with  a  large  capital,  with  large 
deposits,  both  private  and  public,  and  with  an  exclusive 
power  of  issuing  paper  in  London,  and  having  its  notes  a 
legal  tender  all  over  the  country,  does  not,  in  fact,  regulate, 
in  a  market  like  that  of  London,  the  rate  of  interest,  by 
occasionally  offering  capital  at  one  and  three-quarters  per 
cent. ;  and  when  that  capital  so  offered  at  a  low  interest 
has  been  taken  by  the  public,  and  credit  largely  founded 
upon  it,  has  not  the  Bank  then  the  power,  by  restricting 
its  facilities,  just  to  put  what  extent  of  interest  it  pleases 
upon  the  public  ? — I  apprehend  that  the  rate  of  interest 
is  really  the  rate  which  borrowers  are  willing  to  pay  for 
the  loan  of  capital,  and  that  nothing  can  really  and 
effectually  alter  that  rate,  but  that  which  alters  either  the 
supply  or  the  demand.  The  Bank  of  England,  so  long 
as  the  amount  of  its  advances  remains  unaltered,  has  no 
power  of  arbitrarily  regulating  the  rate  of  interest.  If 
the  Bank  of  England,  being  largely  possessed  of  capital, 
choose  to  say,  "  we  will  cease  to  lend  any  capital,  we  will 
hoard  it  in  our  own  cellar,  unprofitably  to  ourselves  and 
to  others,"  they  might  raise  the  rate  of  interest  by 
abstracting  loanable  capital  from  the  public  market.  As 
long  as  the  Bank  fairly  employs  the  means  at  its  com- 
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mand,  the  Bank  has  no  power  of  regulating  the  rate  of 
interest ;  that  is  determined  by  the  proportion  between 
the  supply  and  demand  of  loanable  capital. 

1639.  Is  not  the  rate  of  interest  completely  arbitrary, 
when  the  Bank  has  to  deal  with  a  merchant  who  has 
engagements  to  pay,  which  he  cannot  pay  otherwise  than 
through  the  facility  which  he  asks  from  the  Bank  ?  Can- 
not the  Bank,  in  those  cases,  command  almost  any  interest 
that  they  please  to  ask? — Undoubtedly  not.  There  is 
sufficient  competition  on  the  part  of  other  lenders  to  keep 
the  Bank  of  England  comparatively  in  order  in  this 
respect,  and  to  reduce  the  Bank  to  the  ordinary  character 
of  a  competitor  in  the  public  market.  We  have  often 
known  the  market  rate  of  interest  to  be  above  the  Bank 
rate,  and  often  below  the  Bank  rate ;  a  clear  proof  that 
the  Bank  cannot  regulate  the  rate.  If  the  Bank  has  the 
power  of  regulating  the  rate  of  interest,  why  does  it  ever 
consent  to  make  advances  at  the  low  rates  mentioned  in 
preceding  questions  ? 
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5108.  Chairman.'] — Will  you  have  the  goodness  to  state 
to  the  Committee,  what,  in  your  opinion,  was  the  condition 
of  trade  throughout  the  year  1846  ? — The  general  impres- 
sion with  regard  to  the  state  of  trade  in  1846,  was  that 
it  was  in  a  sound  and  satisfactory  state ;  at  the  same 
time,  among  reflecting  persons,  there  was  an  impression  that 
the  railroad  speculation  had  been  carried  to  a  very  undue 
extent,  and  that  some  serious  consequences  must  therefore 
ensue ;  and  there  was  also  a  feeling  that  the  long  continued 
influx  of  the  precious  metals  must  sooner  or  later,  and 
probably  at  no  distant  period,  be  followed  by  a  correspond- 
ing action  in  the  opposite  direction ;  under  this  impression 
the  deficiency  of  the  harvest,  when  it  was  ascertained, 
became  a  subject  of  serious  consideration. 

#•**#•* 

5110.  Did  you  entertain  much  apprehension  from  the 
great  speculation  in  railways  ? — I  certainly  thought  that 
the  demands  which  the  railways  were  making  upon  the 
capital  of  the  country  were  carried  to  an  undue  extent ; 
at  the  same  time  I  felt  that  the  capital  of  the  country  was 
very  large,  and  that   I  could  not   say  beforehand  what 
demand  of  that  peculiar  kind  it  could  properly  sustain. 

5111.  So   far   as   your  opinion  then  went,  did   you 
apprehend  any  danger  from  the  railway  speculation,  sup- 
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posing  it  had  not  been  followed  by  the  failure  of  the  potato 
crop  and  other  circumstances  ? — I  thought  the  demand 
for  railways  would  certainly  sustain  a  check  of  some  im- 
portance, but  that  the  extent  of  that  check,  and  the 
inconvenience  connected  with  it,  would  depend  upon 
other  accidental  circumstances  that  might  or  might  not 
attend  it. 

5112.  I    observe    that    you    have    not    stated    that 
there   was   any  great  speculation  in  other   branches   of 
trade ;  do  you  believe  that  there  was  any  great  excite- 
ment in  other  branches  of  commerce  ?—  I  do  not  think  that 
speculation  was  carried  to  any  undue  extent  at  that  time. 

5113.  Perhaps  you  will  state  to  the  Committee  what 
are  your  views  of  the  causes  which  produced  those  diffi- 
culties  of   1847  ? — I  apprehend    there   can   be   but  one 
opinion  upon  that  subject,  viz.,  that  the  pressure  which 
occurred  in  1847  is  attributable  to  the  heavy  demand  upon 
the  capital  of  the  country,  arising  from  the  deficiency  of 
the  harvest  and  the  large  amount  of  provisions  suddenly 
imported   in    consequence,   and    that    the   pressure    was 
further  aggravated  by  the  failure  in  the  supply  of  raw 
materials,  both  of  cotton  and  of  wool,  from  which  our 
means  of  making  foreign  payments  were  to  arise ;  and  by 
the  large  abstraction  of  capital  from  mercantile  and  trad- 
ing pursuits,  for  the  construction  of  railways. 

5114.  You  attribute  the  difficulties  then,  principally 
to  the  failure  of  the  potato  crop  ? — The  failure  of  the  potato 
crop,  with  the  other  accompanying  circumstances ;  I  mean 
the  failure  of  the  potato  crop,  and  of  the  harvests  of  Europe 
generally. 
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5115.  Have   you  made   any  sort  of  estimate  of  the 
amount  of  drain  there  was  upon  the  country  in  conse- 
quence of  the  failure  of  food  ? — I  have  always  understood 
that  there  was  at  least  £30,000,000  sterling  of  provisions 
imported  into  this  country  during  the  year  1847,  and,  in 
addition  to  the  large  increase  in  the  import  of  provisions, 
there  was  a  very  remarkable  increase  in  the   import  of 
other  commodities,  especially  excisable  commodities,  which 
was  supposed  to  be  caused  by  the  large  wages  given  to 
persons  employed  upon  the  railroads. 

5116.  Are  you  of  opinion  that  the  difficulties  of  the 
year  1847  arose  from  the  Act  of  1844  ?— No ;  I  think  that 
the  pressure  of  1847  would  inevitably  have  occurred  from 
the  circumstances  already  alluded  to,  whether  the  Act  of 
1844  had  been  in  existence  or  not,  and  that  the  Act  of 
1844  had  nothing  to  do   in   the    way   of  creating   that 
pressure,  or  in  aggravating  or  increasing  the  pressure,  but 
rather  the  reverse. 

5117.  You    say  that  in  your  opinion  the  difficulties 
were   not  created   by  the  Act  of   1844,  but  rather  the 
reverse;  will  you  have  the  goodness  to  state  what  you 
mean  by  rather  the  reverse ;  in  what  way  do  you  suppose 
that  the  operation  of  the  Act  of  1844  was  rather  to  miti- 
gate the  difficulties  than  to  increase  them? — I  think  that 
if  the  Act  of  1844  had  not  been  in  operation,  in  addition 
to  the  difficulties  which  then  existed,  we  should  have  had 
the  further  difficulty  of  a  serious  alarm  with  regard  to  the 
safety  of  the  monetary  system ;  on  former  occasions  we 
had  always  found  that  the  measures  necessary  to  meet  the 
difficulty  had  been  postponed  until  the  bullion  had  been 
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brought  to  so  low  an  amount  that  a  very  great  apprehen- 
sion with  regard  to  maintaining  the  convertibility  of  the 
note  pervaded  the  public  mind.  I  think  the  Act  of  1844 
prevented  the  occurrence  of  that  feeling  in  the  year  1847, 
and  therefore  prevented  the  alarm  which  would  have 
arisen  in  connection  with  that  feeling. 

5118.  You  consider  that  the  Act  of  1844  secured  the 
convertibility  of  the  note  ? — Yes,  most  effectually. 

5119.  And  prevented  any  panic  with  respect  to  the 
stoppage  of  the  Bank? — Yes. 

5120.  A  possible  danger  has  been  stated  to  the  Com- 
mittee to  which  I  wish  to  call  your  attention.    It  has  been 
stated   to   the    Committee,   that   in   case   the   Bank  had 
stopped  in  the  banking  department,  supposing  the  reserve 
had  been  worked  out,  such  alarm  would  have  been  created 
that  there  would  have  been  an  immediate  run  for  gold 
from  all  quarters ;  and  that  it  was  not  unlikely  that  great 
danger  would  have  arisen  of  the  Bank  not  being  able  to 
convert  its  notes  into  gold ;  will  you  have  the  goodness  to 
state  to  the  Committee  whether  you  think  such  an  event 
was  possible  or  probable? — Of  course  a  supposition  of 
that  sort  may  be  made,  and  it  is  impossible  for  any  person 
to  say  whether  it  would  have  occurred  or  would  not  have 
occurred.     The  only  remark  that  can  be  made  is,  that  that 
is  a  danger  which  might  occur  under  any  system  for  the 
management  of  the  circulation  that  has  ever  been  sug- 
gested, or  that  can  possibly  be  suggested.     The  manage- 
ment of  the  circulation  under  the  Act  of  1844  seems  to 
me   to  provide  the  best  palliative  against  that  supposed 
danger,  and  to  render  the  occurrence  of  it  less  probable 
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than  under  any  other  management,  and  also,  in  case  it 
occurs,  to  leave  the  country  in  a  better  state  to  meet  it. 
The  supposition  of  an  alarm  with  regard  to  the  converti- 
bility of  the  note,  of  course  must  arise  from  the  apprehen- 
sion that  the  bullion  is  drained  too  low,  and  that  the  public 
think  it  is  an  insufficient  amount.  Now  it  is  the  very 
purpose  of  the  Act,  and  it  is  proved  by  the  result  to  be 
the  effect  of  the  Act  to  guard  against  that  possibility  ; 
the  bullion  cannot,  under  the  Act,  be  drained  so  low  as  to 
afford  "any  plausible  ground  for  apprehension  of  the  con- 
vertibility of  the  note,  and  therefore  I  think  that  under 
the  Act  of  1844  the  supposition  put  is  least  likely  to 
occur  ;  and  also,  if  it  did  occur,  the  very  fact  that  the  Act 
has  preserved  a  large  amount  of  bullion,  places  the  country 
in  a  more  advantageous  position  to  meet  such  a  run  for 
gold,  and  to  prevent  any  fatal  consequence  arising  from 
it. 

5121.  You  were  speaking  of  the  operation  of  the  Act 
of  1844;  let  us  take  the  operation  of  the  Act  in  prosper- 
ous times;  what  do  you  consider  its  effect  was  at  those 
times  ? — I  do  not  think  the  essential  properties  of  the  Act 
are  called  into  action  until  there  is  a  pressure  from  a  drain 
of  gold ;  the  object  of  the  Act  is  to  protect  the  converti- 
bility of  the  note  under  all  circumstances,  and  therefore  of 
course  its  efficiency  is  not  tried  till  the  store  of  bullion 
which  is  to  protect  the  convertibility  of  the  note  is  exposed 
to  some  degree  of  pressure.  There  were  incidental  ar- 
rangements in  the  Act,  which  were  of  great  value ;  such, 
for  instance,  as  placing  a  fixed  limit  on  the  amount  of 
country  issues ;  I  also  regard  the  separation  of  the  depart- 
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ments  as  most  important,  and  the  publication  of  the 
accounts  of  the  Bank,  which  rendered  the  real  operation 
of  the  Act  more  intelligible  to  the  public,  and  I  think 
prepared  them  to  meet  the  difficulties  of  the  year  1847. 

5122.  As  regards  the  issues  of  private  banks,  do  you 
consider  that  the  operation  of  the  Act  in  a  time  of  pros- 
perity   was   of  any   considerable   service  ? — I   think   the 
provision  of  the  Act  which  placed  a  fixed  limit  upon  the 
issues  of  private  banks  was  of  very  considerable   value, 
especially  during  the  period  when  the  railway  speculation 
had  the  firmest  hold  upon  the  public  mind ;  the  provisions 
of  the  Act  which  prevented  country  banks  from  increasing 
their  issues  beyond  a  fixed  limit  at  that  time,  materially 
prevented  a  further  extension  of  that  speculative  spirit 
which,  if  it  had  been  fomented  by  the  increased  issues  of 
country  banks,  might  have  gone  on   to  a  most  serious 
extent. 

5123.  You,  in  the  course  of  your  business,  must  have 
been  cognizant  of  former  periods  of  prosperity ;  do  you, 
on  comparing  the  conduct  of  those  country  banks  during 
the  years   1845,   1846  and   1847,  with  their  conduct  in 
former  years,  think  that  they  have  acted  more  prudently 
in  the  last  three  years  than  they  did  upon  former  occasions 
with  regard  to  their  issues  and  their  conduct  generally  ? 
— I  think,  if  you  contrast  the  proceedings  of  the  country 
banks  of  England  generally,  during  the  years   1844  and 
1845,  with  their  proceedings  during  the  years  which  pre- 
ceded the  year  1825,  the  contrast  is  decidedly  in  their 
favour  in  the  latter  period. 

5124.  Would  you  attribute  that  to  the  operation  of 
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the  Act? — So   far  as  regards  the  management  of  their 
issues,  I  attribute  it  to  the  Act. 

5125.  Do  you  consider  that  the  Act  had  a  considerable 
effect  in  making  them  more  careful  in  their  conduct  than 
they  had  previously  been  ? — I  think  it  very  fair  to  assume 
that,  in  addition  to  the  effect  which  it  had  with  regard  to 
their  issues,  it  had  an  indirect  effect  in  producing  a  limi- 
tation in  their  proceedings  with  regard  to  their  general 
banking  operations  ;  it  is,  no  doubt,  difficult  to  prove  that, 
but  such  is  my  impression. 

5126.  When  the  Act  was  brought  in,   I   think  there 
was  an  impression,  upon  the   minds  of  some  parties  at 
least,  that  the  operation  of  the  Act  would  tend  to  miti- 
gate those  convulsions  when  they  came  on,  even  supposing 
it  was  impossible  that  that  Act,  or  any  Act,  could  prevent 
them;  there  was  an  impression  that  they  would  be  of  a 
less  sudden  character  than  they  were  before;  was   that 
your  expectation? — My   expectation  was,  that   the  Act 
would  mitigate  that  portion  of  commercial  pressure  which 
was  justly  attributable  to  the  mismanagement  of  the  cir- 
culation ;  and  the  only  point  upon  which  any  difficulty 
could  exist  was  in  determining  what  portion  of  the  pres- 
sure of  the  different  crises  had  really  arisen  from  the  mis- 
management of  the   circulation,  and  what   portion   had 
arisen  entirely   from  the   ordinary  excess  of  mercantile 
enterprise.     I  think  the  Act  has  completely  realised  all 
that  was  reasonably  expected  of  it,  and  has  verified  every 
principle  upon  which  it  was  established ;  I  think  that  the 
pressure   of   1847   would  have   been  considerably    more 
severe,  postponed   probably  to  rather  a  later  period,  but 
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when  it  came  much  more  severe,  if  there  had  been  in  the 
early  part  of  1847,  a  power  of  mismanaging  the  circula- 
tion of  the  country  ;  the  Act  of  1844,  by  preventing  that 
power,  brought  on  the  pressure  earlier,  and  by  that  means 
rendered  the  pressure  much  less  severe  than  it  would  have 
been  at  a  later  period,  and  with  the  bullion  reduced  to  a 
much  lower  amount. 

5127.  Will  you  allow  me  to  call  your  attention  to  that 
part  of  the  question  which  relates  to  the  suddenness  of 
the  difficulties ;  I  think  there  was  an  impression  at  the 
time  of  the  passing  of  the  Act,  that  the  withdrawing  of 
the  circulation  being  gradual,  the  pressure  would  be 
extended  over  a  longer  time,  and  that  it  would  not  be  so 
sudden,  and  the  pinch  would  not  be  so  great  when  it 
came  ;  do  you  think  the  Act  has  been  effective  in  that 
respect,  or  that  the  circumstances  under  the  Act  have 
been  such  as  you  expected  in  regard  to  that? — The 
course  of  events  under  the  Act  has  not  been  at  all  dif- 
ferent from  what  I  should  have  expected ;  it  was  antici- 
pated that  the  Act  would  produce  this  effect,  viz.,  that  it 
would  cause  a  gradual  contraction  of  the  circulation,  and 
that,  under  ordinary  circumstances,  a  certain  portion  of 
that  contraction  of  the  circulation  would  fall  upon  the 
notes  in  the  hands  of  the  public ;  at  the  same  time  it  was 
perfectly  true  that  the  contraction  of  the  circulation 
might  assume  one  of  two  forms,  either  a  contraction  in 
the  numerical  amount  of  the  notes  in  the  hands  of  the 
public,  or,  in  lieu  of  that,  a  contraction  in  the  efficiency 
of  the  existing  amount  of  notes  ;  in  which  form  the  con- 
traction, on  any  given  occasion,  will  take  place,  may  depend 
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in    some  degree   on  accidental  circumstances ;    it  seems 
to  me  that  two  accidents  occurred  in  the  year  1847  ;  the 
mismanagement  of  the  banking  business  of  the  Bank  in 
the  spring  of  1847,  and  the  extraordinary  extent  of  com- 
mercial failures  in  the  autumn  of  1847  ;  had  those  two 
accidents  not  occurred,  I  apprehend  that  the   course  of 
things  in  1847  would  have  been  precisely  identical  with 
that  which  is   intimated  in   the  question,  viz.,  that  we 
should  have  had  a  considerable  export  of  bullion,  and  a 
considerable  contraction  in  the  numerical  amount  of  the 
notes  in  the  hands  of  the  public,  followed  by  a  high  rate 
of  interest,  and   that  probably  continuing    for    several 
months.     That  high  rate   of  interest  so  continuing  would 
have  corrected  the  exchanges  and  have  gradually  brought 
back  the  gold ;  that  would  probably  have  been  the  course 
of  things  under  the  pressure  of  1847,   barring  the  two 
accidents  already  alluded  to.     But  the  peculiar  proceed- 
ings of  the  Bank,  with  regard  to  its  banking  business  in 
April,  brought  about  a  state  of  things  abruptly  in  April, 
which  caused  a   certain   degree  of  alarm,  and  therefore 
substituted  a  diminished  efficiency   of  the  notes  in  the 
hands  of  the  public  in  the  place  of  a  contraction   of  the 
numerical  amount.     After  a  short  time,  that  alarm  being 
got  over,   things   continued  very    much   throughout   the 
summer   in  the  state  I  have   described,  till  we  arrived 
at  the  autumn,  and  then  there  occurred  extensive  com- 
mercial and  banking  failures  in  London,   and  throughout 
the  country,  which  produced  a  species  of  panic-feeling  on 
the  part  of  the  public,  followed  by  a  diminished  efficiency 
of  the  circulation  instead  of  a  contraction  of  the   nume- 
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rical  amount  of  notes.  Those  two  accidents  gave  to  the 
contracting  operation  of  the  Act  a  character  of  more 
suddenness  than  it  would  otherwise  have  had.  I  think  it 
is  not  improbable  that  on  the  occurrence  of  another  period 
of  pressure  from  other  causes,  the  course  of  proceedings 
may  be  different,  and  that  you  may  have  a  gradual  con- 
traction of  the  numerical  amount  of  the  notes  with  the 
public ;  but  it  seems  to  me  of  secondary  importance  in 
which  form  the  provisions  of  the  Act  come  into  operation  ; 
for  in  either  form  they  are  now  proved  by  experience  to 
be  perfectly  efficient  for  their  intended  purpose,  viz.,  the 
effective  protection  of  the  convertibility  of  the  Bank 
note. 

5128.  You  stated  as  one  of  the  accidents,  as  you   call 
them,  the  failure  of  commercial  houses  ;  do  you  mention 
that  as  an  extraordinary  accident,  or  is  it  not  one  of  those 
circumstances  that  will  naturally  happen   in  time  of  diffi- 
culty?— That  depends  entirely  upon  whether  that  time  of 
difficulty  comes  upon  a  state  of  trade  which,  when  pressed 
upon  and  tested,  proves  to  be  unsound  ;  it  did  not  occur 
in  that  form  in  the  year  1837  or  1839.     In  the  year  1837, 
there  were  the   failures  of  American   houses,  but  those 
failures  were   confined    entirely  to  the  American  trade, 
and  though  there  was  a  serious  pressure  upon  the  rest  of 
the  mercantile  world,  they  stood   their  ground,  and   the 
consequence  was,  that  that  pressure  did  not  assume  that 
character  of  alarm  which  it  assumed  in  the  year  1847. 
In  the  year  1839,  there  was  a  severe  pressure,  but  it  was 
unaccompanied  with  extensive  mercantile  failures. 

5129.  You  speak  of  the  mismanagement  of  the  Bank 
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as  one  accident ;  when  you  speak  of  the  mismanagement 
of  the  Bank,  what  are  the  points  to  which  you  allude? — 
I  allude  to  the  fact  that,  from  the  beginning  of  the  year 
1847  up  to  April,  the  Bank  permitted  its  banking  reserve 
to  undergo  a  continuous  and  serious  reduction  of  amount, 
until  it  was  brought  down  to  a  point  which  was  unsafe, 
and  therefore  alarming. 

5130.  Up  to   what  time  do    you   consider   that   the 
conduct  of  the  Bank  was  objectionable? — My  objection 
applies  to  the  first  three  months  of  the  year  1847  ;  during 
those  three  months,  the  Bank  allowed  its  banking  reserve 
to  run  down  too  low,  and  did  not  take  the   measures  it 
ought  to  have  taken  to  protect  that  reserve,  the  principal 
of  those  measures  being,  raising  the  rate  of  interest  more 
powerfully  and  more  rapidly  than  it  did. 

5131.  From  that  time,  after  the  difficulty  of  April 
was  over,   do  you  object  to  the  course  that    the  Bank 
took? — No;  I  think  there  is  no  serious  objection  to  be 
urged  to  the  conduct  of  the  Bank  after  April. 

5132.  Your  objections  are  confined  to  the  conduct  of 
the  Bank  during  the  three  first  months  of  the  year  1847  ? 
— They  are. 

5133.  What  is  the  precise   objection  that  you  have 
to  the  course  they  took  during  those  three  months  ? — It 
was  a  course  contrary  to  all  sound  principles  of  banking ; 
the  Bank  of  England  during  that  period,  kept  increasing 
its  securities,  paying  for  those  securities  out  of  its  banking 
reserve,  the  payment  so  made  out  of  its  banking  reserve 
being  immediately  taken  to  the   issue  department,  and 
gold  taken  for  it;  so  that,  taking  the  two   departments 
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together,  the  result  was  that  the  Bank  from  the  beginning 
of  January  to  the  middle  of  April,  continually  increased 
its  securities,  paying  for  those  securities  in  gold,  which 
gold  was  going  out  of  the  country ;  and  it  did  that  with- 
out raising  its  rate  of  interest  in  a  manner  sufficient  to 
protect  its  banking  reserve.  Consequently,  the  market 
rate  of  interest  during  the  whole  of  that  time  was  above 
the  Bank  rate  of  interest,  and  so  decidedly  above  it,  that 
at  last  it  became  the  common  subject  of  remark  by  the 
whole  commercial  community  of  London,  wondering  why 
the  Bank  was  not  taking  more  effectual  measures  for  pro- 
tecting its  banking  reserve. 

5134,  You  consider  that  from  that  step  the  difficulty 
of  April  mainly  arose  ? — The  abrupt  character  of  it,  I 
think,  was  produced  entirely  by  that  course. 

5135.  If  the  Act  of  1844   was  supposed  to  prevent 
the  abrupt  character  of  those  difficulties,  what  advantage 
is  there,  if  after   all  there  remains  in   the  hands  of  the 
Bank,  the  same  power  of  producing  the  suddenness  of  the 
difficulty  as  existed  before  ? — In  reference  to  that  ques- 
tion, we  must  distinguish  between  the  management  of  the 
circulation  and  the  management  of  the  banking  business 
of  the  Bank.     Before  the  Act  of  1844  was  passed,  the 
Bank  was  vested   with   the  power  both  of  mismanaging 
the  circulation  and  of  mismanaging  its  banking  business ; 
the  Act  of  1844  placed  it  out  of  the  power  of  the   Bank 
to  mismanage  the  circulation,  and  in  so   far  it  was  per- 
fectly effectual  in  its  purpose,  but  it  left  the  Bank,  as  a 
banking  concern,  with  full  discretion  to  manage  its  bank- 
ing affairs  according  to  its  own  judgment ;  that  is,  it  left 
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the   Bank  with  the  power  of  mismanaging  its  banking 
affairs,  and  of  inflicting  a  serious  injury  upon  the  public. 

51.36.  Then,  in  point  of  fact,  the  mismanagement  of 
the  banking  department  by  the  Bank  of  England,  is  pro- 
ductive, as  far  as  the  suddenness  of  the  difficulty  is  con- 
cerned, of  the  same  inconvenience  to  the  public  as  was 
caused  previously  by  their  general  mismanagement  ? — 
The  mismanagement  of  the  banking  business  of  the  Bank 
of  England  may  certainly  produce  inconvenience  in  an 
abrupt  form  to  the  public,  but  still  the  effect  of  the  Act 
is  to  protect  the  circulation;  if  the  Act  of  1844  had  not 
been  in  operation  in  the  spring  of  1847,  I  apprehend  that 
the  course  pursued  by  the  Bank  up  to  April  would  have 
been  further  pursued  by  the  Bank,  until  the  bullion  then 
standing  at  about  £8,000,000,  had  been  reduced  to 
£2,000,000  or  £3,000,000,  and  then  you  would  have  had 
a  convulsion  still  more  abrupt,  still  more  severe,  and 
rendered  more  oppressive  in  consequence  of  a  further 
feeling  being  thrown  into  it  of  serious  alarm  as  to  the 
safety  of  the  monetary  system ;  from  all  those  evils  the 
Act  has  protected  the  public. 

5137.  The  Bank  in  the  one  case  has  made  convulsive 
efforts  to  maintain  its  reserve,  and  in  the  other  case  it 
would  have  made  a  violent  effort  to  preserve  its  bullion ; 
but  the  suddenness  of  the  operation,  so  far  as  regards  the 
inconvenience  to  the  public,  is  very  much  the  same  in 
the  two  cases  ? — The  efforts  made  by  the  Bank  may  still 
partake,  more  or  less,  of  the  character  of  suddenness, 
dependent  upon  the  good  or  bad  management  of  the 
banking  department ;  but  as  those  efforts  must,  under  the 
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Act,  be  made  at  an  earlier  period  than  under  the  former 
system,  I  think  they  must  necessarily  be  less  violent  and 
productive  of  less  pressure.  The  Act  of  1844,  as  regards 
the  circulation,  has  fully  accomplished  its  object.  If  we 
are  discussing  the  question,  whether  it  is  expedient  and 
safe  for  the  public  interests,  that  so  large  a  body  as  the 
Bank  of  England  should  be  left  Vith  power  to  mismanage 
its  banking  operations,  that  is  a  question  which  I 
apprehend  should  be  kept  separate  and  distinct  from  the 
mismanagement  of  the  circulation. 

5138.  I  will  trouble  you  with  a  question  upon  that 
by-and-by,  but  at  present  I  will  beg  you  to  confine  your- 
self to  the  powers  that  the   Bank  had  before  the  Act  of 
1844  was  passed;  are  you  not   of  opinion  that  the  Bank 
had  always  power  sufficient  in  itself  to  preserve  the  con- 
vertibility of  the  note  ? — That  is  perhaps  rather  a  difficult 
question  to  answer ;  when  things  are  driven  to  the  last 
extremity,   the   Bank  has  great  power  of  acting;  what 
would  be   the  result  of    the   full   exercise  of   the  large 
powers  which   it   possesses,  it  would  be  very  difficult  for 
any  person  to  say ;  credit  would  be  convulsed,  and  in  the 
general  confusion,  whilst  the  subordinate  members  of  the 
community  were    sacrificed,  the  Bank  might  be  saved ; 
that  is  a  probable  result. 

5139.  As  far  as  regards  the  foreign   exchanges,  they 
might  have  been  brought  right,  if  there  had  been  no  Act 
of  Parliament,  by  an  effort  of  the  Bank  itself? — When- 
ever the  Bank  makes  a  signal  effort  to  realize  its  secu- 
rities, the  effect  will  be  to  rectify  the  foreign  exchanges. 

5140.  And  then  a  danger  arises  of  panic  ? — Yes. 
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5141.  And  under  the  old  system,  the  difficulty  was  to 
manage   transactions  in  such   a  way  as  to  set  right  the 
exchanges  without  producing  an  internal    drain  ? — The 
objection  to  the  old  system  was,  that  it  did  not  create  a 
necessity    for    any    effort    being    made    to    adjust    the 
exchanges,  till  the  Bank  had   suffered  the  bullion  to  be 
reduced    to   an    amount,   which   did  not  afford  sufficient 
means  for  meeting    with    confidence  an  internal    drain, 
should  it  spring  up. 

5142.  Under  the  old  system,  the  Bank  neglected  to 
take  measures  of  precaution  until  its  reserve  of  gold  was 
low,  and  it  was  obliged,  therefore,  to  take  strong  measures, 
and  to  produce  very  sudden  and  abrupt  difficulties  to  the 
commercial  world  ;  under  the  present   system,  the  diffi- 
culty of  the   Bank  is,  not  with   regard   to  its  gold,  but 
with  regard  to  its  reserve,  and  the  Bank,   according  to 
your  evidence,  has  followed  exactly  the  same  course  with 
regard  to  its  reserve,  that  it  formerly  followed  with  regard 
to  its  gold  ;  it  has  neglected  to  take  sufficiently   early 
steps,  and  consequently  has  been  obliged  to  take  violent 
steps  with  regard  to  its    reserve ;    and    has    it    not,   as 
regards  the  public,  produced  the  same  evil  of  abruptness, 
and   of  bringing  on    the  difficulties  with   a    suddenness 
which  was  unexpected  when  the  Act  of  1 844  was  passed  ? 
— Under  the  former    system,  the    Bank  was    under  no 
necessity  of  taking  any  precautionary  measures  until  the 
bullion  was  reduced  to  a  very  low  amount ;  under  the 
Act  of  1844,  the  Bank  is  obliged  to  take  precautionary 
measures  when  the  banking  reserve  is  reduced  to  a  low 
amount;    now  the  banking  reserve  is  reduced  to  a  low 
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amount,  at  a  much  earlier  period  than  the  bullion  is 
reduced  to  a  low  amount,  and,  therefore,  the  Act  of  1844 
places  the  Bank  under  the  necessity  of  acting  protec- 
tively at  a  much  earlier  period  than  it  was  compelled  to 
act  under  the  previous  system;  in  so  far,  the  Act  of 
1844  has  compelled  an  earlier  action  :  and  in  addition  to 
its  compelling  an  earlier  action,  as  that  earlier  action 
must  necessarily  take  place  with  a  higher  amount  of  gold, 
it  protects  you  from  all  those  further  inconveniences 
which  attended  the  feeling  of  apprehension  with  regard 
to  a  deficiency  in  the  actual  store  of  gold.  That  seems 
to  me  to  be  the  difference  between  the  Act  of  1844  and 
of  the  previous  system. 

5143.  There  is  not  much  difference  in  the  suddenness 
of  the  action  ? — The  suddenness  of  the  action  will  still 
depend  in  a  considerable  degree  upon  the  discretion  of 
the  Bank  of  England  ;  the  Bank  may  allow  its  banking 
reserve  to  be  exhausted  before  it  takes  any  precautionary 
measures,  and  then  it  must  take  sudden  measures  to 
protect  i;self ;  but  even  in  that  respect,  the  Act  is  a  great 
improvement  upon  the  previous  system,  and  I  think  a 
proof  of  that  is  found  in  what  occurred  in  the  three  first 
months  of  the  last  year.  Under  the  present  system,  the 
state  of  the  Bank's  reserve  is  distinctly  brought  out, 
and  is  every  week  laid  before  the  public;  the  public, 
therefore,  know  now,  which  they  did  not  formerly,  what 
the  Bank's  reserve  is ;  they  see  that  reserve  diminishing, 
and  the  public,  therefore,  necessarily  become  apprehen- 
sive, and  begin  to  take  precautionary  measures,  even 
though  the  Bank  neglect  to  do  so.  That  actually 
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occurred  during  the  first  three  months  of  1847 ;  the 
public  were  taking  precautionary  measures,  and  the 
public  feeling  was  assuming  a  proper  character  of  apprehen- 
sion, even  during  the  period  that  the  Bank  was  neglecting 
its  duty  with  regard  to  maintaining  its  reserve. 

5144.  As  to  the  publicity  with  which  the  accounts  of 
the  Bank  are  now  presented,  do  you  believe  that  that  has 
produced  a  beneficial  effect  upon  the  public? — I  think 
the  publication  of  the  Bank  accounts  has  been  eminently 
useful. 

5145.  As  a  banker,  in  the  transaction  of  your  business, 
do   you  believe  that  that  publication  has  been  beneficial 
to  the  community  ? — I  have  not  the  slightest  doubt  of  it ; 
and  I  cannot  give  a  better  proof  of  my  opinion  upon  that 
point  than  by  producing  this  book  which  is  made  up  from 
the  Bank  accounts,    and  I  have   this   every  day  in  my 
office  to  refer  to  for  my  guidance.     I  have  given  copies 
of  this  form  of  account   to  many  bankers  in  the  country, 
and  they  have  been  extremely  obliged  to  me  for  putting 
them  in  the  way  of  keeping  it  for  their  guidance. 

•K-  jic  *  *  -K- 

5149.  Did  you  approve  of  the  issue  of  the  Govern- 
ment letter  in  October  last,  suspending  the  operation  of 
the  Act  ? — I  feel  that  a  person  circumstanced  as  I  am, 
living  in  the  midst  of  the  whole  commercial  community 
who  were  under  the  pressure,  is  the  last  person  whose 
opinion  can  be  safely  trusted ;  subject  to  that  remark, 
however,  I  am  bound  to  say  that  I  thought  it  was  right, 
under  all  the  circumstances  then  existing,  to  issue  the 
letter. 
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5150.  Why  do  you  think  it  was  proper  to  issue  the 
letter? — It  seemed  to  me   that  two  considerations  were 
essential,  looking  to  the   question  of  the  issuing  of  the 
letter ;  in  the  first  place,  that  it  was  absolutely  necessary 
to  be  thoroughly  satisfied  that  the  state  of  things  to  which 
it  was  applied  had  assumed  the  decided  character  of  real 
panic,  and  in  the  second   place,  that  it  was  absolutely 
necessary  to   be  wrell   assured    that   the    exchanges   had 
turned  in  favour  of  this  country  ;  I  felt  satisfied  upon 
both  those  points,  and   I  felt  considerable  apprehension 
that  the  panic-feeling  had  reached  that  point  at  which  it 
might  produce,  in  the  course  of  a  few  days,  extensive 
confusion  in  the  country ;  at  the  same  time,  I  quite  admit 
that  it  is  possible  that  if  you  had  persisted  in  maintaining 
the  law,  two  or  three  days  might  have  shown  that  it  was 
not  necessary  to  issue  that  letter ;  it  is,  I  think,  a  matter 
upon  which  no  person  can  give  a  confident  opinion. 

5151.  You  state  that  it  was  a  time  of  extreme  panic ; 
do  you  consider  that,   in  a  case  of   extreme  panic,  the 
proper  remedy  is  the  suspension   of  the  Act  ? — I  do  not 
think   it   is  possible   to   give   a   general  answer   to   the 
question  as  to  what  is  the  proper  course  to  pursue  under 
a  state  of  extreme  panic ;  it  must  depend  entirely  upon 
the  peculiar  circumstances  of  each  case ;  under  all  ordi- 
nary circumstances  of  panic,  I  should  say  the  safe  rule 
was  steadily  to  adhere  to   sound  principle,  but  you  may 
arrive  at  that  stage  of  panic-feeling,  in  which  the  dangers 
of  immediate  inconvenience  are  more   serious   than   the 
evil    attending    the  suspension   of  the   principle ;    with 
regard  to  the  proper  remedy  for  panic,  I  apprehend  it  is 
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impossible  to  give  a  general  answer;  for  that  which 
proves  to  be  a  remedy  at  one  moment  for  panic,  if  applied 
the  second  time,  may  prove  utterly  inefficacious. 

5152.  In  the  case  of  extreme  panic,  do  you  consider 
that  the  Act  can  be  left  to  its  operation  simply,  without 
some  measure  interfering  with  the  operation  of  the  Act 
being  adopted  ? — I  think  it  is  hardly  right  to  call  it  an 
interference   with    the  Act ;    so  far  as    maintaining    the 
convertibility  of  the  note  is  concerned,  the  Act  will  under 
any   circumstances  remain  perfectly  efficacious;  the  only 
question  is,  whether  periods  may  not  arise  of  so  peculiar 
a  character  that  some   extraordinary  interposition  on  the 
part  of  Government  may  be  desirable  for  the  purpose  of 
alleviating  the  pressure  of   an   immediate   and  extreme 
difficulty.     That  intervention  may  assume  the  character 
of    issuing   notes   which    are    not    connected    with    the 
management  of  the  circulation,  strictly   speaking,  or    it 
may  assume  some  other  form.     On  some  occasions  mer- 
cantile  pressure   has    been   alleviated    by    the    issue   of 
exchequer   bills;  the  issue  of    exchequer  bills    on    this 
occasion  would  have  been  useless,  but  it  is  impossible  to 
say  what  would  be  the  proper  mode  of  meeting  a  com- 
mercial pressure  till  you  have  the  special  circumstances 
of  that  pressure  before  you. 

5153.  Was  not  the  effect  of  the  issue  of  the  letter 
such  as  was  wished  for  ? — The  effect  of  the  issue  of  the 
letter  was  precisely  what  was  contemplated  and  wished 
for. 

5154.  And  the  effect  was  immediate? — Yes,  it  was 
immediate. 
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5155.  But  you  think,  in  a  similar  difficulty,  the  same 
remedy  would  not  necessarily  be   successful  ? — I  think  it 
is  very  possible    it  might   not  be   equally  successful;  I 
believe  the  novelty  of  the  measure,  the  suddenness  of  it, 
and  the  bold  character  of  it,  were  all  essential  ingredients 
in  its  success;  but   if  it  were  to  be  repeated  a  second 
time  all  those  ingredients  would  have  lost  a  considerable 
portion  of  their  power. 

5156.  Sir  William  Clay.]    And  if  the   exchanges  had 
not  turned   in   favour   of  this  country,    you   would    not 
resort  to  it  ? — I  have  already  stated  that  the  fact  of  the 
exchanges  being  in  favour  of  this  country  was  an  essential 
preliminary  to  the  adoption  of  the  measure. 

5157.  Chairman.]   In  a  case  of  extreme  panic  do  you 
consider  that  it  should  be  left  simply  to  the  operation  of 
the  Act,  or  do  you  not  consider  that  there  must  be  some 
extraordinary   interposition  on  the  part  of  the   Govern- 
ment ? — I    must  again    rather    object    to    the   expression 
(e  leaving  it  to  the  simple  operation  of  the  Act ;"  as  far  as 
the  maintenance  of  the  convertibility  of  the  note  is  con- 
cerned, the  Act  is  perfectly  efficacious,  and  perfectly  safe, 
and  requires  no  alteration  under  any  circumstances ;  it  is 
entirely  a  question  of  the  condition  of   the    mercantile 
community :     circumstances    may    occur    in    mercantile 
affairs,  and  in  the  confidence  on  which  mercantile  affairs 
are  based,  of  such  a  peculiar  character,  that  some  inter- 
position may  be  desirable  for  the  purpose  of  alleviating 
the  intensity  of  pressure  arising  from  destruction  of  con- 
fidence.    That   alleviation   may   in  some   cases   be  best 
found  in  an  extra  issue  of  notes,  and  in  other  cases  it  may 
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be  best  found  in  Government  interposing  in  some  other 
way  to  restore  confidence,  such  as  an  issue  of  exchequer 
bills,  which  has  been  tried  with  success,  or  it  may  inter- 
pose in  some  other  mode ;  it  is,  in  fact,  interposing  the 
credit  of  the  Government  in  lieu  of  individual  credit, 
which  is  supposed  at  the  time  to  be  temporarily  anni- 
hilated. 

5158.  Do  you  think  that  in  October  the  Act  had  any 
injurious  effect  upon  the  country  ? — I  do  not  see  in  what 
way  the  Act  had  any  injurious  effect  upon  the  country ;  I 
think  the  Act  served  the  country   most  essentially  by 
protecting,    through  the   whole  of   the   year    1847,    the 
specie  payments  of  this   country  in  a  manner  in  which 
they  had  never  before  been   protected   since  they  were 
determined  upon  in  the  year  1819. 

5159.  Do  you  believe  that  the  letter  issued  in  October 
produced  its   effect  by  acting  upon  the  imaginations  of 
men,  or  do  you  believe  that  it  produced  an  effect  upon 
the  circulation  ? — I  consider  it  quite  clear  that  the  effect 
produced  was  by  acting  upon  the  imagination  of  the  com- 
munity, for  there  was  no  actual  increase  of  notes  in  the 
hands  of  the  community ;  the  notes  previously  existing 
in  the  hands  of  the  public  were  perfectly  sufficient  for  all 
purposes  required,  provided  the  public  would   use  them 
with  the  same  degree  of   confidence  and  facility,    with 
which  they  had  been  in  the  habit  of  using  them ;  from 
peculiar  circumstances  that  confidence  and  that  facility 
had  been  most  materially  disturbed,    and  all   that   was 
necessary  was    to  restore  the    ordinary    confidence   and 
facility  of  using  the   existing  notes  in  the  hands  of  the 
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public ;  the  issuing  of  the  letter  completely  accomplished 
that  purpose. 

5160.  Do   yoa     pprove  of  the  limit   of  the  rate   of 
interest  contained  in  the  letter  ? — The  result  showed  that 
it  was  clearly  sufficient. 

5161.  And  you  consider  such  a  limit  to  have   been 
necessary  ? — Certainly  ;  it  was  quite  essential. 

5162.  You  think  the  result  shows  that  the  rate  fixed 
was  properly  fixed  ? — -Yes. 

5163.  You  have  used  the  term  "  circulation,"  in  your 
evidence ;  what  do  you  consider  the   circulation  now  to 
be ;  do  you  consider  the  notes  in  the  hands  of  the  public 
to  be  circulation,  or  do  you  consider  the  notes  as  shown 
by  the  issue  department  of  the  Bank  to  be  circulation  ? — 
The  notes  as  shown  by  the  issue  department. 

5164.  Is  that  in  conformity  with  your  former  opinion? 
—Yes. 

5165.  You  could  not,  in  old  times,  consider  the  notes 
out   of  the   issue    department  circulation,    because  they 
were  not  shown  ? — We  could  not  tell  what  the  amount 
was ;    because,  previous  to  the  Act  of  1844,  the  Bank 
could  issue  notes  to  an  unlimited  extent  so  long  as  it  had 
any  bullion  in  its  possession ;  but   as  a  question  of  prin- 
ciple,  I  always  considered  that  the  notes  in  the  till  of  the 
Bank  of  England  and  the  notes  in  the  hands  of  the  public 
together  constituted  the  circulation, 

5166.  In  your  former  evidence  before  the  Committee 
in  1841,  you   spoke  of  the  circulation   as  including  the 
notes  in  the  till  of  the  Bank  ? — Yes ;  I  alluded  to  that  in 
several  parts  of  my  examination  in  the  year  1841. 
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5167.  With  respect  to  private  banks,  you  regard  the 
notes  that  they  have  in  their  tills  as  circulation  also  ? — 
Yes. 

5168.  What  do  you  consider  with  regard  to  their  own 
notes,  which  they  have  the  power  of  issuing  ? — I  think 
with  regard  to  private  banks,   looking  at  it  as  a   question 
of  principle,  the  notes  which  they  are  empowered  to  issue 
constitute  circulation. 

5169.  Though  not  actually  issued? — Yes. 

5170.  You  consider  them  part  of  the  notes  in  their 
till? — I  consider  that  that  which   is  at  the  control  and 
command  of  the  public  is  circulation,  wherever  it  may  be 
lying. 

***** 

5179.  I  collect  your  opinion  to  be  that  the  suddenness 
of  the  difficulty  (in  1847)  arose  from  the  Bank  Directors 
neglecting  to  take  proper  steps  with  regard  to  its  reserve  ; 
is  there  any  measure  which  you  can  suggest  by  Act  of 
Parliament  which  can  cure  that  evil  ? — No ;  I  am  not 
prepared  to  suggest  any. 

5180.  Do  you  consider  that  the   constitution  of  the 
Bank  can  be  so  changed  as  to  prevent  the  liability  to 
such  an  error  recurring  ? — No ;  I  have   often  thought  of 
the  constitution   of   the  Bank,  and  of  course  I  cannot 
undertake  to  say  that  it  is  perfect  at  present;   at  the 
same  time  I  am  unable  to  suggest  any  important  improve- 
ment. 

5181.  Do  you  think  that  having  a  permanent  chair- 
man is  such    an  improvement   as   would  guarantee  the 
public  a  better  management  of  the  Bank  ? — Many  diffi- 
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culties  would  attend  the  appointment  of  a  permanent 
chairman ;  I  am  not  prepared  to  say  that  that  would  be 
a  desirable  measure. 

5182.  Do   you   think   that  placing   in    the    direction 
parties  appointed  by  the  Government,    in  more    imme- 
diate   communication  with    th£   Government,   and    of   a 
permanent  character,  would  be    an   improvement  in  the 
constitution  of  the  Bank  of  such  importance  as  to  make 
it  worth  while  to  make  the  change  ? — I  do  not  feel  at  all 
confident    that   that    would    be    a    satisfactory    arrange- 
ment. 

5183.  Then  there  is  no  alteration  in  the  actual  consti- 
tution   of   the   Bank  that   you  would   feel  prepared   to 
recommend  ? — No ;    I    am    not   prepared  to  recommend 
any  alteration  in  the  constitution  of  the  Bank. 

5184.  Are  you  satisfied,  then,  with  still  leaving  it  in 
the  power  of  the  Bank   to  produce,   by  its  mismanage- 
ment, the  difficulties  which  you  seem  to  think  followed 
from   their  conduct   at   the  commencement    of  the   last 
year? — I    think    we    may  reasonably    expect    that  those 
effects  will   be  diminished,   as   the  result  of  experience, 
founded  upon  the  events  which  have   occurred  during  the 
year  1847 ;  that  was  the  first  period  of  difficulty  and  trial 
under  the  operation  of  the  new  system,  and  therefore,  of 
course,  we  might  reasonably  expect  many  mistakes,  which 
I  think  will   be  rectified   hereafter ;    I    have  very  little 
doubt  that  the  importance  of  looking  to  the   state  of  the 
Bank  reserve  is  much  better  understood  now,  both  by  the 
Bank  and  by  the  public,  than  it  was  at  the  commence- 
ment of  the  year   1847  ;  and  I  think  we  may  hereafter 
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reasonably  hope   for  more  wise  measures  of  precaution 

with  regard  to  the  protection  of  the  reserve. 

****** 

5192.  The  Act  of  1844  was  supposed  to  have  released 
the  Bank  from  any  necessity  of  attending  to  the  public 
interests,  and  it  was  supposed  that  the  Bank  was  at 
liberty  practically  to  look  to  its  own  profits,  and  not  to 
the  general  interest  of  the  public ;  was  that  your  impres- 
sion of  the  operation  of  the  Act  ? — In  a  certain  sense  of 
the  word,  I  think  that  is  correct ;  it  is  desirable  so  to 
organize  all  public  institutions,  that  looking  to  their  own 
interests  wisely  and  discreetly,  and  taking  a  sufficiently 
comprehensive  view  of  them,  will  be  the  best  course  not 
only  for  their  own  but  for  the  public  interests  also.  At 
the  same  time,  the  Bank,  from  the  great  magnitude  of  its 
resources  and  transactions,  stands  in  a  peculiar  position. 
The  Bank,  to  whatever  extremity  it  may  allow  its  banking 
means  to  be  reduced,  can,  by  the  very  magnitude  of  its 
operations,  in  the  last  extremity  make  an  effort  which  is 
almost  sure  to  protect  itself;  but  that  effort  will  entail 
upon  the  community  very  serious  consequences  and  pro- 
duce very  great  mischief;  in  that  respect  the  Bank  seems 
to  me  to  differ  considerably  from  all  private  concerns.  If 
I  mismanage  my  private  bank  I  am  ruined,  but  the  public 
sustain  little  inconvenience  ;  but  if  the  Bank  of  England 
commits  some  great  mistake,  the  Bank  can  save  itself, 
whilst  it  spreads  extensive  injury  throughout  the  com- 
munity ;  in  that  respect,  I  think  it  differs  in  an  impor- 
tant sense  from  a  private  concern. 


614  EXTRACTS    FROM    EVIDENCE 

5194.  Mr.  Wilson.^   You  stated  that,  prior  to  the  Act 
of  1844,  you  considered  the  word  "  circulation"  to  include 
as  well  notes  in  the  hands  of  the  public  as  the  reserve  of 
notes  in  the  till  of  the  Bank,   only  that  the  reserve  was 
not  then  specified  ? — Yes. 

5195.  But  I  think  that  all  the  evidence   which  was 
given  before   the  Bank  Committee  of  1840,   and  all  the 
discussion  which  preceded  that  Act,  in  arguing  upon  the 
circulation,  were  confined  to  the  notes  actually  in   the 
hands    of   the  public  ? — You  will  find  many  answers  in 
my   evidence,  in   the    year  1841,   in  which  I    distinctly 
referred  to  the  notes  which  are  in  the  Bank  till,   and  in 
which  I  stated   that  it  was  an   unfortunate  circumstance 
attending  the  then  existing  system  that  we  had  no  means 
of   knowing    what  the  amount  of  those  notes  was,  and 
therefore  we  were  obliged  to  reason  upon  uncertain  data ; 
there   was  certainly  no  possibility   of  dealing  with  any- 
thing but  the  notes  in  the  hands  of  the  public,  but  I 
stated  that  the  notes  in  the  Bank  till  constitute  a  part  of 
the  circulation,  and  that  when  the  accounts  were  sepa- 
rated they  would  so  appear. 

5196.  You    say   that    there    was    no    possibility    of 
knowing  what  the  amount  of  reserve  was  then,   because 
there  was  no  possibility  of  knowing  the  quantity  of  notes 
at  the  disposal  of  the  Bank  in  their  till  ? — No. 

5197.  Do  you  not  consider  that  the   actual  reserve 
held  by  the  Bank  was  really  the  bullion  which  it  held  in 
its  possession  ready  to  meet  its  liabilities  ? — The  case  was 
altogether  anomalous  on  account  of  the  defective  state  of 
the    law  ;    the    Bank,    under  the    system   which   existed 
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before  the  Act  of  1844,  had  the  power  of  making  unli- 
mited issues,  and  that  power  only  ceased  when  their  gold 
was  exhausted ;  those  were  the  facts ;  what  language 
precisely  to  apply  to  those  facts  I  really  cannot  say,  but 
that  was  the  state  of  the  case. 

5198.  Prior  to  the  Act  of  1844,  the  liabilities  of  the 
Bank   consisted   of   two  classes;    first,  liabilities  in   the 
shape  of  deposits,  and,  secondly,  liabilities  in  the  shape 
of  the  circulation   of  notes  in  the   hands  of  the  public ; 
before  the  Bank  Act  of  1844  those  two  classes  of  liabili- 
ties,  which  the   Bank  could  be  called  upon  to  pay   on 
demand,   were   really  protected  only  by  the  amount  of 
gold  which  it  held  in   its  possession  as  reserve  ? — They 
were  further  protected  by  the  whole  amount  of  the  secu- 
rities which  the  Bank  held ;  but  there  is  an  important 
distinction  between   the  functions  of  Bank  notes,  consi- 
dered only  as  part  of  the  general  liabilities  of  the  Bank, 
and  the  same  notes,  considered  as  constituting  the  circu- 
lation of  the  country. 

5199.  I  wish  to  confine  your  attention  exclusively  to 
the  power  of  the   Bank  to  meet  its   liabilities;    that  is 
dependent  upon  the  amount  of  gold  which  the  Bank  has 
in  its  possession  to  pay  the  liabilities  which  it  may   be 
called  upon  to  pay  on  demand ;  it  cannot  pay  those  liabi- 
lities by  any  securities  that  it  holds  ? — According  to  the 
ordinary  interpretation  of  language,  the  amount  of  means 
which  the  Bank  has  of  meeting  its  liabilities  consists  in 
the  amount  of  property  which  it  has  to  meet  them ;  for 
instance,  I  should,  as  a  banker,  feel  myself  competent  to 
meet  any  liabilities,  though  I  had  not  a  sixpence  of  coin, 
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if  I  had  securities  which  I  might  at  any  moment  realize 
in  order  to  meet  my  liabilities. 

5200.  But  a  banker  cannot  call  that  reserve,  inasmuch 
as  the  banker  must  convert   the  securities  before  he  can 
meet  his  liabilities  with  them ;  the  amount  of  reserve  is 
the  amount  of  means  that  he  has  in  his  possession  at  his 
own  command  to  meet  the  demands  which  the  public  may 
make  upon  him  at  their  pleasure ;  if  he  has  first  of  all  to 
convert  the  securities,  it  becomes  another  operation  ? — 
It  depends   entirely   upon  what  it  is  we  are  talking  of; 
the  money  which  the  banker  has  in  his  till  is   one   means 
of  meeting  his  obligations,  and  his  power  of  augmenting 
that  command  of  money  by  the  realization   of  securities, 
is  another  means. 

5201.  In  the  case  of  private  banks,  I  believe  the  prac- 
tice is  that  the  private  banker  holds  a  certain  reserve  of 
money  in  his  till,  and  he   also  holds  a  certain  amount  of 
reserve   in   the   Bank    of   England,    irrespective    of  the 
amount  of  securities  which  he  can  realize  ? — There  is  no 
doubt  that  any  person  who  has  outstanding  liabilities  to 
meet   keeps  not   a  certain  but  an  uncertain  amount  of 
actual  money  to  meet  those  liabilities,   an  uncertain  and 
varying  amount,  according  to  the  circumstances  of  the 
case  ;  and  beyond  that  he  keeps  an  amount  of  securities 
more  or  less  realisable ;  and  that  I  apprehend  to  be  the 
state  of  the  Bank  of  England ;  in  order  to  meet  its  out- 
standing liabilities,  it  keeps  a  reserve  of  a  certain  portion 
of   money   actually  at  its  command,  and  a  much  larger 
amount  of  securities,  with  the  power  of  converting  them 
into  money  with  more  or  less  facility. 
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5202.  You  do  not  include  in  the  Bank  reserve  the 
securities  which  the  Bank  holds,  which  it  would  be  neces- 
sary to   convert   into   notes    or   gold   before  they  could 
be  made  use  of,  to   meet  liabilities  ? — No ;   what  we  call 
the   reserve    of  the   Bank  of  England  is  coin  or  notes, 
which  are  kept  in  the  Bank  till,  as  distinguished  from  the 
securities  which  it  holds. 

5203.  Under  the  old  mode,  in  which  the  Bank  accounts 
were  kept,  as  there  was  no  distinction  between  the  issue 
department   and   the   banking   department,   the    reserve 
resolved  itself  entirely  into  the  amount  of  bullion  which 
the  Bank  held  ? — Yes,  I  apprehend  it  was  so,  because  the 
notes  that  the  Bank  held  did  not  appear  in  the  account ;  it 
is  entirely  a  matter  of  account ;  the  notes  which  the  Bank 
held  in  their  drawer  would  appear  nowhere  in  the  account : 
therefore  the  bullion  would  appear  to  be  the   only  money 
in  the  Bank ;  but  any  practical  conclusion  deduced  from 
that  would,  I  apprehend,  lead  to  error. 

5204.  As  the  amount  of  notes   which  the  Bank  has 
the  power  of  issuing  now  depends  upon  the  quantity  of 
bullion  that  they  have  in  their  possession,  so,  in  fact,  the 
quantity  of  notes  is  at  the  present  moment  another  name 
for  the  bullion  that  they  hold  in  their  possession  ? — The 
facts  of  the  case  are  these :  the  Bank  now  has  in  its  bank 
till  an  amount  of  notes    equal  to  the   whole   amount   of 
bullion  in   the  issue   department,  plus  £14,000,000,  and 
beyond  that  amount  the  notes  of  the  Bank  cannot  go ;  if 
any  diminution  of  the  bullion  in  the  issue  department 
takes  placa,  a  corresponding  diminution  must  take   place 
in  the  amount  of  notes  in  the  till  of  the  Bank  of  England; 
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that  is  the  position  of  things  under  the  present  system. 
Under  the  former  system  the  state  of  things  was  extremely 
different;  a  great  alteration  in  the  amount  of  bullion 
might  take  place  without  any  contraction  whatever  of  the 
power  of  the  Bank  of  England  to  issue  notes ;  the  Bank 
of  England  under  the  former  system,  might  be  considered 
as  having  an  unlimited  quantity  of  notes  in  the  Bank  till 
so  long  as  there  was  any  bullion  whatever  in  its  possession; 
under  that  system,  so  long  as  the  Bank  of  England  had 
any  bullion  with  which  to  pay  the  notes  when  presented 
for  gold,  she  had  an  unlimited  power  of  issuing  her  notes ; 
now  she  has  not. 

5205.  The  issuing  of  notes  now  depends  entirely  upon 
the  increase  or  decrease  of  the  quantity  of  bullion  held 
by  the  Bank? — The  qua  -ti^   of  notes  now  varies  entirely 
with  the  state  of  the  bullion. 

5206.  Seeing  that  formerly  the  Bank  was  obliged  to 
pay  its  notes   in   bullion,  if  the  Bank  had   paid  proper 
attention  to  the  obligation  that  it  had  to  DJV   those  notes, 
and  not  to  stop  payment,  would  not  the  Bank's  holding  at 
all  times  a  sufficient  reserve  of  gold  practically  have  had 
the  same  operation  upor   the  action  of  the  Bank  as  the 
operation  of  the  Act  of  1844  ? — The  gist  of  the  question 
turns   entirely  upon  the  supposition  involved  in  it,  viz., 
that  the  Bank  paid  proper  attention  to    the    obligation 
which  it  had  to  pay  its  notes ;  and  und  T  that  supposition 
it  is  perfectly  true  that  the  operation  would  be  the  same 
as  under  the  Act  of  1844;  and  that  at  once  brings  out 
the  distinction  between  the  Act  of  1844  and  the  previous 
system.     The  Act  of  1819  ordained  specie  payments,  but 
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it  took  no  measures  towards  securing  or  carrying  out 
that  ordinance.  Then  the  Act  of  1844  rendered  com- 
pulsory the  measures  which  were  necessary  for  securing 
the  convertibility  of  the  notes;  if,  therefore,  you  put  a 
case  which  involves  the  supposition  that  the  Bank  pre- 
viously did  all  that  it  was  right  for  them  to  do  to  carry 
out  the  Act  of  1819,  then  upon  that  supposition  the  course 
of  things  preceding  the  Act  of  1844  will  be  identical  with 
the  course  of  things  under  the  Act  of  1844 :  but  we  had 
repeated  experience  that  that  could  not  be  relied  upon, 
and  that  the  Bank  repeatedly  failed  in  doing  what  was 
wise  and  necessary,  and  that  caused  the  passing  of  the 
Act  of  1844.  The  Act  of  1844  is  based  upon  the  assump- 
tion that  repeated  experience  had  proved  that  that  which 
it  was  wise  and  necessary  to  do  in  order  to  secure  specie 
payments  had  not  been  done,  and  it  was  passed  to  secure 
that  henceforth  it  should  be  done. 

5207.  Then  the  Act  was  passed  with  a  view  to   make 
the  Bank  of  England  do,  under  the  Act   of  Parliament, 
that  which  they  had  not  formerly  done,  in  the  exercise  of 
a   wise  discretion? — It  was   passed   for   the   purpose   of 
securing  by  law  the  proper  course  being  taken  for  pro- 
tecting the  convertibility  of  the  note,  which  we  had  found, 
by  previous  experience,  could  not  be  safely  entrusted  to 
any  discretionary  action. 

5208.  The  Bank  of  England  never  failed  to  pay  its 
notes  ? — The  Bank  never  actually  failed  to  pay  its  notes, 
but  it  repeatedly  failed  to  resort  to  timely  measures  of 
precaution ;  the  Bank  was  more  than  once  driven  to  the 
last  extremity  as  regards  the  state  of  the  bullion,  and  the 
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public  was  subjected  to  those  extreme  severities  which 
become  necessary  to  ward  off  danger  in  its  last  stage.  The 
principle  upon  which  the  Act  was  passed,  was  that  of 
protecting  the  public  non  solum  a  calamitate,  sed  etiam 
calamitatis  metu. 

5209.  Do  you  think  that  we  were   ever  subject  to  a 
greater  degree  of  pressure  for  the  purpose  of  warding  off 
evils  which  might  have  arisen  from  the  indiscretion  of  the 
Bank,  than  we  were  last  year  subject  to  for  the  purpose  of 
protecting  the   integrity  of  the  Act  of   1844? — If    you 
mean  to  ask  me  whether  the  country  was  ever  subjected 
to  a  pressure  greater  than  it  was  subjected  to  in  1847,  I 
have  no  doubt  that  it  has  on  many  former  occasions  been 
subjected  to  greater  pressure. 

5210.  What   periods   do  you   allude    to?— In   1783, 
1793,   1797,  and  1825,   and   I   have   considerable  doubt 
whether  there  were  not  other  intervening  periods   that 
might  be  put  into  that  class. 

5211.  You  have  great  confidence  that  the  experience 
of  last  year  will  materially  aid  the  Bank  directors  in  future 
in  acting  more  discreetly  and  wisely,  so  as  to  prevent  the 
necessity  of  interference  with  the  operation  of  the  Act  in 
future  years  ? — My  former  answer  had   reference  to  the 
management  of  the  banking    department.      I  think  the 
experience  of  last  year  will  lead  to  more  caution  with 
respect  to  the  Banking  reserve. 

5212.  You   would    consider   that   keeping   a    proper 
reserve   was   part   of  the   management   of  the    Banking 
business  ? — Yes. 

5213.  I  understood  you  to  say,  that  one  of  the  circum- 
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stances  which  aggravated  the  panic  of  1847,  and  which 
rendered  the  interference  of  the  Government  necessary, 
was  the  Bank  not  paying  sufficient  attention  to  their 
reserve  ? — The  interference  of  the  Government  took  place 
in  October ;  the  neglect  of  the  Bank  in  protecting  the 
reserve,  which  I  spoke  of,  had  reference  to  the  spring  of 
the  year. 

5214.  But  I   understood  you  to   connect   the   effect 
resulting  from  that  neglect  of  the  reserve  in  the  early 
part  of  the  year  with  the  crisis  in  the  autumn? — No; 
the  pressure  which  occurred  in  the  autumn,  in  addition  to 
the  legitimate  pressure,  which  was  absolutely  inevitable,  I 
attribute  to  the  state  of  alarm  which  was  caused  by  the 
extensive  commercial  failures  which  occurred  at  that  time. 

5215.  Would  you  not  have  had  some  confidence,  had 
the  discretion  been  left  in  the  hands  of  the  Bank,  as  it  was 
prior  to  the  passing  of  the  Act  of  1844,  that  the  experience 
of  the  Bank  directors  in   1837   and  in  1839  would  have 
prevented  the  recurrence  of  such  pressures  as  existed  in 
those  years  ? — No,  I  think  that  the  actual  occurrences  of 
the  spring  of  1847  completely  negative  any  supposition  of 
that  sort.     In  the  spring  of  1847  all  the  discretion  that 
was  left  to  the  Bank  was  completely  abused ;  we  have  the 
clearest  evidence  that  nothing  induced  the  Bank  to  stop 
short  in  April  in  the  career  they  were  pursuing  but  the 
absolute  provision  of  the  Act  of  1844  ;  if  that  provision 
had  not  been  in  existence,  we  have  every  right  to  presume, 
from  existing  facts,  that  the  Bank  would  have  continued 
through   the    month    of  April  and    onwards,    in    further 
increasing  their  securities,  the  result  of  which  would  have 
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been  a  further  decrease  of  the  amount  of  bullion  until  it 
was  reduced,  as  on  former  occasions,  to  that  low  point  at 
which  the  public  takes  alarm,  and  the  most  abrupt  and 
severe  measures  of  protection  become  necessary.  To  the 
extent  to  which  the  Bank  directors  were  empowered  to 
go  wrong  they  went  wrong,  and  if  it  had  not  been  for  the 
provision  of  the  Act  of  1844,  it  seems  to  me  that  it  is  a 
matter  of  inference  clearly  to  be  deduced  from  the  facts, 
that  in  the  course  of  two  or  three  months  we  should  have 
come  to  an  actual  suspension  of  specie  payments,  or  at 
least  to  the  very  verge  of  that  catastrophe. 

5216.  You   do  not   think    that   the   Bank   directors, 
observing  the  fact  of  their  liabilities  increasing,  and  there 
being  a  diminished  quantity  of  bullion,  and,  therefore, 
seeing  the  evident  danger  into  which  they  were  running, 
would  have  had  any  effect  in  checking  their  career,  had  it 
not  been  secured  by  the  Act  ? — It  seems  to  me  to  be  a 
matter  of  the  clearest  inference,  that  but  for  the  positive 
provisions  of  the  Act,  the  course  pursued  by  the  Bank 
from  January  to  April  would  have  been  continued  until 
the  bullion  was  all  but  exhausted. 

5217.  They  had    allowed  the  reserve  to    sink  to    a 
certain  point  when  they  took  measures  to  protect  it ;  but 
it  is  not  a  matter  of  fact  that  they  would  have   gone 
further  in  the  same  direction  if  the  Act  had  not  existed  ? 
The  matter  of  fact  is  this,  that  from  the  beginning  of  the 
year  1847  up  to  April  they  went  on  on  this  system,  viz., 
of  continually  increasing  the  amount  of  their  securities, 
and  paying  for  them  by  a  continual  drain  on  the  Bank 
reserve,   which  led   to   a  continual   export   of   the   same 
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amount  of  gold,  and  they  pursued  that  course  till  they 
had  reduced  the  reserve  to  that  point  at  which  it  became 
the  subject  of  general  remark  and  alarm.  The  Bank 
then  suddenly  paused;  declared  that  it  could  do  no 
more  for  the  public,  but  must  now  take  care  of  itself; 
and  it  was  that  understanding  pervading  the  public  mind 
that  produced  the  temporary  panic  of  April. 

5218.  Did    tney   not  take  steps  for  the   purpose   of 
checking  the  reduction  of  bullion,  by  raising  the  rate  of 
interest,  twice  in  January,  and  once  in  the  beginning  of 
April? — They  did  take  a  step  in  the  right  direction,  but 
the    feebleness  of  that  step  was  quite   puerile,  as  com- 
pared with    the    magnitude  of  the  evil    which  they  had 
to  deal  with. 

5219.  U  .t   they   did   show    they    were  alive  to    the 
necessity    of  curtailing  their    advances  and  of  checking 
the  facilities  which  they  were  giving    to  the  public  by 
the  steps  they  were  taking,  and  is  it  not  fair  to  suppose 
that,  in  proportion  as  the^   "ound  those  efforts  were  not 
effectual  for  the  purpose  they  had  in  view,   they  would 
have  taken  stronger  steps  ? — Of  course  I  cannot  pretend 
to  say  what  they  would  have  done  ;  I  can  only  say  that 
during  the  circumstances    spoken  of  in    the  first    three 
months   of  1847,  which    required    the    most  determined 
measures,  the  steps  taken  by  them  in  the  right  direction 
were  so  slight  and  so  feeble  as  to  be    perfectly  ridicu- 
lous in  reference  to  the  character  of  the  evil  which  they 
had  to  deal  with.     The    course    pursued    by  the    Bank 
from  January    to    April,    1847,    verifies     the     principle 
upon  which  the  Act  of  1844  was  founded,  viz.,  that  the 
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protection  of  the  specie  payments  of  the  country  is  a 
matter  that  could  not  safely  be  entrusted  to  anybody, 
but  that  it  is  absolutely  necessary  to  lay  down  legisla- 
tive regulations,  which  will,  of  themselves,  secure  that 

object. 

****** 

5240.  Supposing  the  Bank  increases  its  circulation  in 
order  to  pay  the  dividends,  does  it  not  diminish  one  liability 
in  proportion  as  it  increases  another  ? — Now  we  are  blend- 
ing two  things  together,  which  I  apprehend  ought  to  be 
kept  separate — the  liabilities  of  the  Bank  in  the  banking 
department,  and  the  amount  of  the  circulation. 

5241.  I  wish  to  look  at  the  liabilities  of  the  Bank  as  a 
whole,  and  its  deposits  and  its  circulation  as  a  whole  ? — 
But  its  circulation  I  do  not  admit  to  be  part  of  its  liabili- 
ties, the  notes  issued  by  the  Bank  of  England  are  no 
more  part  of  the  liabilities  of  the   Bank,  than  a  Bank 
note  which  I  may  have  issued  for  the  payment  of  my  own 
expenses ;  the  notes  are  provided  for  by  the  currency 
department. 

5242.  You  mean  that  the  banking  department  does 
not  increase  its  liabilities? — Exactly. 

5243.  But  I    speak  of  the  Bank  as  a  whole?— Then 
I  cannot  agree  in  so  speaking  of  it,  because  I  shall,  in 
doing  so,  get  into  confusion ;  and   that  only  shows  how 
very  serious  the  evil  is  of  having  the  two  departments  in 
the  same  building  ;  the  issue  department  has  nothing  to 
do    with   the    Bank  of  England;    the  issue  department 
might  be  at  the  Treasury,  or  at   Somerset  House,  or  at 
York ;  it  has  nothing  whatever  to  do  with   the   Bank   of 
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England ;  the  issue  department  has  a  certain  quantity  of 
bullion,  and  it  issues  a  certain  quantity  of  notes;  the 
Bank  of  England  has  at  its  command  a  portion  of  those 
notes,  and  I  have  a  portion  ;  I  do  not  increase  my  liabili- 
ties by  using  those  notes,  nor  does  the  Bank  of  England 
increase  its  liabilities  by  using  those  notes. 

5244.  But  though  the  Act  of  1844  required  a  parti- 
cular division  of  the  accounts  of  the  establishment,  legally 
speaking,  it  is  one  establishment,  with  an  entire  amount 
of  liabilities,  and  an  entire  amount  of  assets  ? — I  am  not 
competent  to  say  what  it  is   legally,  but  practically  that 
is  not  the  case  ;  and  any  reasoning  deduced  from  that  will 
inevitably  lead  to  very  erroneous  conclusions. 

5245.  But  I  am  speaking  of  the  merits  of  the  Act  of 
1844,  and  it  is  impossible  that  we  can  confine  ourselves 
to  the  regulations  which  that  Act  has  made,  because  we 
must  compare  them  with  what  the  state  of  things  would 
be,  irrespective  of  those  regulations;  and  therefore  it  is 
necessary  that  we  should  see  what  the  action  of  the  Bank 
would  be,  taking  the  Bank  liabilities  as  a  whole,  and  the 
Bank  assets  as  a  whole  ? — It  is  perfectly  proper  to  com- 
pare the  operation  of  the  Act  of  1844,  upon  the  manage- 
ment of  the  circulation,  with  what  would  be  the  operation 
of  the  system  existing  before  1844,  and  for  that  purpose 
to  assume  that  the  system  existing  before  1844   had  con- 
tinued in  existence  up  to  this  time,  and  any  conclusions 
drawn  from  that  I  do  not  at  all  object  to,  but  my  objec- 
tion was  intended  to  be  directed  against  our  assuming 
that,  under  the  Act  of  1844,  things  were  in   the  state  in 
which  they  would  have  been  if  the  Act  of  1844  had  not 
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been  passed  ;  when  you  are  speaking  of  the  effects  of  the 
Act  of  1844,  I  object  to  mixing  up  the  currency  depart- 
ment with  the  banking  department ;  but  if  you  wish  to 
trace  out  what  would  have  been  the  operation  in  the  year 
1847,  of  the  system  under  which  those  two  departments 
were  blended  together,  supposing  the  Act  of  1844  was 
not  in  existence,  to  that  I  do  not  object,  and  I  am  quite 
ready  to  enter  into  that  question. 

5246.  The  practical  object  I  had  in  asking  the  ques- 
tion was  this:  the  Bank  Act  of  1844  considers  as  essen- 
tial, that  the  circulation  of  notes  shall  be  confined  to  a 
certain  amount,  at  all  times,  irrespective  of  the  character 
of  the  circulation,  or  the  objects  for  which  the  notes  are 
issued ;  I  want  to  ask  your  opinion,  whether,  for  the 
temporary  purpose  of  paying  the  dividend,  when  it  was 
well  known  to  the  Bank  that  they  must  receive  those 
notes  back  again  within  a  few  days,  in  the  repayment  of 
the  advances  which  they  had  made,  it  was  as  necessary  for 
the  Bank  to  observe  strictly  the  same  rule  which  the 
Bank  Act  of  1 844  imposes,  as  it  would  be  if  those  notes 
were  issued  in  the  ordinary  way  in  the  discount  of  bills, 
or  for  any  other  purposes  ? — To  that  question  I  answer 
distinctly,  yes ;  the  payments  with  regard  to  the  divi- 
dends, or  the  payments  which  may  arise  for  other 
purposes,  such  as  prompts  upon  duties  and  payments  upon 
railroads  in  the  early  part  of  1846,  and  instalments  of 
loans  and  so  forth,  are  all  payments  which  ought  to  be 
met,  and  can  be  easily  met  by  judicious  banking  arrange- 
ments ;  and  the  Bank  of  England,  I  am  sure,  is  perfectly 
competent  to  make  arrangements  which  shall  enable  them 
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to  meet  those  payments  with  perfect  safety  and  without 
any  serious  inconvenience  ;  that  object  is  easily  attained 
by  judicious  banking  arrangements,  and  it  would  be 
highly  objectionable  to  meet  that  by  any  tampering  with 
the  currency. 

5247.  In  what  respect  do  you  consider  it  would  be 
tampering  with  the  currency,  provided  the  Bank  were  to 
issue  further  notes  for  the  purpose  ? — I  call  tampering 
with  the  currency,  the  issuing  of  notes  without  reference 
to  the  variations  in  the  bullion.  It  seems  to  me  that  if 
you  once  introduce  that  principle,  you  inevitably  intro- 
duce great  uncertainty  into  the  management  of  the  circu- 
lation ;  the  application  of  that  principle  will  be  called  for 
on  every  occasion,  without  any  adequate  necessity,  and 
for  the  purpose  of  removing  difficulties  for  which  banking 
arrangements  are  the  appropriate  remedy,  and  may  most 
easily  be  rendered  an  efficient  remedy. 

5248.  Would  not  the  issue  of  notes  in  that  case  be 
precisely  of  the  same  character,  as  the  transfer  of  an 
amount  from  one  account  to  the  other  by  means  of  checks 
or  by  means  of  credits  ? — That  tends  to  raise  the  whole 
question  which  we  had  in  1841  to  satiety,  namely,  the 
identity  of  Bank  notes  with  deposits  and  checks,  and  so 
forth ;  I  think  the  differences  are  very  distinct  and  very 
marked,  but  if  transfers  in  account  will  answer  the  pur- 
pose, let  them  be  used ;  I  have  no  objection  to  it ;  but  it 
is  an  additional  reason  against  the  expediency  of  resorting 
to  an  extra  issue  of  notes.  Transfers  in  account  are  a 
mode  of  economizing  the  circulation,  and  may  be  appli- 
cable to  meet  the  difficulty  ;  but  I  feel  convinced  that 
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simple  banking  arrangements  are  entirely  adequate,  and 
we  have  never  had  any  difficulty  in  the  payment  of  the 
dividends  which  was  of  sufficient  importance  to  require 
any  further  measure.  I  consider  that  banking  arrange- 
ments are  sufficient  to  meet  every  difficulty  connected 
with  those  or  any  similar  payments. 

5249.  The  best  evidence  that  banking  arrangements 
are  not  adequate  to  those   operations  is,  that  during  the 
payment  of  the  dividends,  the  circulation  does  invariably 
considerably  increase  for   a    temporary  period? — I   take 
that  as  a  proof  of  what  I  say,  that  the  banking  arrange- 
ments are  sufficient ;  the  reserve  of  the  Bank,  to  a  certain 
extent,  is  applied  to  meet  the  difficulty ;  the  notes  in  the 
till  of  the  Bank  are  diminished,  whilst  the  notes  in  the 
hands  of  the  public  are  increased  for  a  short  period  ;  and 
by  this  most  simple  and  appropriate    banking  arrange- 
ment, the  payments  in   question  are  effected  without  any 
disturbance  in  the  market  rate  of  interest,  without  incon- 
venience to  the  public,  and  without  any  interference  with 
the  principles  by  which  the  management  of  the  circulation 
ought  to  be  regulated. 

5250.  You  were  asked  some  questions  with  regard  to 
deposits  in  Manchester  and  in  London ;  is  there  not  a 
very  wide  difference  in  the  inference  to  be  drawn  from 
the  two  accounts  that  you  have  been  asked  to  be  good 
enough  to  render  to   the  Committee,  namely,  the  varia- 
tions in  the  amount  of  deposits  in  Manchester  and  the 
amount  of  deposits  in   London,  for  this  reason,  that  in 
Manchester  the  whole  of  the  reserve  of  your  customers, 
from  one  period  to  another,  show  themselves  in  the  shape 
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of  deposits  in  your  hands,  whereas  in  London,  the  deposits 
of  your  customers  are  almost  uniformly  the  same,  mer- 
chants being  in  the  habit  of  keeping  their  reserve  rather 
in  the  shape  of  bills,  which  they  discount  from  time  to 
time  in  order  to  meet  their  engagements  ? — I  fully  agree 
in  most  of  the  views  that  the  question  assumes ;  the 
deposits  with  London  bankers  are  of  a  totally  different 
character,  and  the  word  "  deposit,"  is  rather  an  incorrect 
term  to  apply  to  them  ;  they  are  monies  kept  with  the 
bankers,  by  their  customers,  as  the  peculiar  form  of 
paying  the  banker  for  doing  their  clerical  business ;  you 
will  not  find  that  the  fluctuations  in  the  amount  of 
deposits  with  London  Bankers  are  nearly  so  great  as  the 
fluctuations  in  the  amount  of  deposits  with  country 
bankers. 

5251.  Therefore  the    fluctuations  in    the  amount  ot 
deposits  in  London  would  form  no  indication  whatever 
of  the  fluctuations  generally  ? — No ;  it  will  be  informa- 
tion very  little  worth  attending  to. 

5252.  And  the  fluctuations  in  the  amount  of  deposits 
at  Manchester  are  the  fluctuations  upon  the  deposits  of 
all  classes  of  customers? — Yes,  they  include  equally  the 
deposits,  properly  so  called,  and  the  mercantile  or  trading 
balances. 

5253.  You  stated  that  you  thought  the  magnitude  of 
the  Bank  of  England  was  one  reason  why  it  should  con- 
duct its  business  somewhat    differently  from  any  other 
banking    establishment? — More    under  the  influence  of 
fixed  rules,  was  the  expression  I  used. 

5254.  You  gave  as  a  reason,  that  at  a  period  of  pres- 
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sure  the  magnitude  of  its  transactions  is  so  great,  that  it 
has  a  power  to  interfere  for  its  own  protection,  to  the  dis- 
advantage of  the  public,  which  private  bankers  have  not  ? 
— Yes;  I  spoke  with  a  reservation,  rather  as  giving  an 
opinion  than  a  decided  judgment ;  I  think  the  effect  of 
the  magnitude  of  the  Bank  is,  that  it  can  throw  the  effect 
of  its  mismanagement  more  upon  the  public  and  less  upon 
itself,  than  a  private  concern  can  do. 

5255.  Do  you  think  that  that  can  be  mitigated  by  the 
Bank  of  England  being  deprived  of  those  peculiar  advan- 
tages which  it  enjoys  under  the  Acts  of  Parliament,  and 
by  those  advantages  being  thrown  more  open  to  competi- 
tion ? — I  am  hardly  prepared  to  state  what  consequence 
my  opinion  leads  to. 

5260.  Sir   James     GrahamJ]     In    reference    to    the 
management  of  the  Bank,  would  you  consider  it  politic 
or  expedient,  that  for  any  considerable  period  of  time  the 
Bank  rate  of  interest  should  be  below  the  market  rate  ? — 
I  do  not  think  that  for  any  length  of  time  the  Bank  has 
the  power  of  regulating  the  rate  of  interest ;  the  Bank  rate 
can  only  be  below  the  market  rate  for  that  period  which 
shall  enable  the  public,  by  taking  a  cheaper  article,  to 
exhaust  the  supply  of  the  Bank. 

5261.  You   say  that   of   late    years,   the    Bank   has 
become  more  of  a  competitor  in  discount  business  than 
formerly  ? — Yes. 

5262.  Is  that  marked  by  their  keeping  their  rate  of 
interest  lower,   as   compared  with  the  market  rate,  than 
heretofore? — By  conforming  to  the    market   rate   more 
than  formerly  they   did.     The  Bank  rate   formerly  was 
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4  or  5  per  cent. ;  if  the  market  rate  of  interest  was  below 
4  per  cent.,  the  Bank  ceased  to  discount  till  it  got  up  again 
to  that  point ;  but  in  point  of  fact,  latterly,  the  discount 
department  has  become  a  very  active  department  of  the 
Bank. 

***** 

5279.  Sir   William   Clay.']   You  consider  that  such  a 
panic  as  we  experienced  in  October,  1847,  might  occur 
under  any  conceivable  system  of  currency  ? — Yes. 

5280.  And  being  fortuitous,  and  depending  upon  ab- 
normal circumstances  which  could  not  be  predicated,  it 
must  be  met  by  abnormal   remedies,  and,  to   a  certain 
extent,  empirical  remedies  ? — I  think  the  introduction  of  a 
relaxing  power  into  the  Act  would  very  much  interfere 
with  the  object  for  which  it  was  introduced;  it  seems  to 
me  that,  in  the  first  place,  if  you  introduced  a  relaxing 
power  into  the  Act,  there  would  be  very  great  danger  of 
its    being    resorted    to    unnecessarily,   prematurely,    and 
therefore,  very  perniciously;  and,  in  the  second  place,  I 
think  that  the  known  existence  of  such  a  relaxing  power 
would  encourage  persons  to  abstain  from  those  which  are 
the  legitimate  means  of  correcting  a  drain  of  bullion,  and 
alleviating  monetary  pressure,  and  would  thus  increase  the 
probability  of  those  occurrences  which  would  render  the 
resort  to  the  relaxing  power  necessary ;  and,  thirdly,  the 
introduction  of  such  a  provision  into  the  Act  would  very 
materially  diminish  its  efficiency  when  applied;  I  think  its 
efficacy  will  be  found  to  consist  in  a  great  degree  in  the 
unusual,  unexpected,  bold,  and  impressive  character  of  the 
step,  and  of  course  the  introduction  of  a  special  provision 
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in  the  Act  will  tend  seriously  to -weaken  those,  the  vital 
characteristics  of  the  measure,  when  resorted  to. 

5281.  You  would  wish,  in  short,  the  constant  impres- 
sion upon  the  public  mind  to  be,  that  there  is  no  other 
resource  than  the  money  which  is  in  the  country,  which 
flows  in  by  the  natural  operation  of  the  laws  which 
regulate  the  influx  of  the  precious  metals,  and  you  would 
be  content  with  leaving  in  the  hands  of  the  responsible 
Government,  the  meeting  any  such  state  of  panic  as  may 
arise  under  any  system  of  currency  ? — I  think  the  wisest 
course  is  to  leave  the  law  as  it  stands,  impressing  upon  the 
public,  to  the  utmost  extent  to  which  it  is  possible,  that 
they  must  manage  their  affairs  under  all  the  regulations 
and  restrictions  which  a  metallic  currency  is  subject  to, 
and  if  circumstances  of  a  very  extreme  character  should 
again  arise,  it  is  the  duty  of  the  Government  to  judge  of 
the  necessity  of  the  emergency,  and  of  the  appropriate 
remedy :  it  does  not  at  all  follow  that  when  this  necessity 
arises,  which  is  very  rare,  the  proper  remedy  will  be  an 
increase  of  the  circulation ;  the  remedy  may  be  very  dif- 
ferent on  another  occasion  if  it  should  ever  occur. 

5282.  Do  not    you  think  it  might  tend  to   a   more 
wholesome  state  of  feeling  in  the  public  mind,  if  the  issue 
of  notes  were  separated  from  the  Bank,  and  taken  out  of 
their  hands  ? — Yes,  I  think  so. 

5283.  It  might  be  made  a  department  of  the   State, 
or  some  department  connected  with  the   State,  and  kept 
wholly  free  of  the  Bank,  leaving  to  the  Bank  of  England 
their  functions  as  the  bankers  of  the   State,  but  taking 
wholly  out  of  their  hands  the  issue  of  notes  ? I  think 
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the  more  the  management  of  the  circulation  is  separated 
from  the  banking  business,  not  only  in  reality,  but  in 
appearance,  the  more  beneficial  it  will  be  to  the  public 
interest. 

5284.  Sir  James    Graham.'}  If  the   Government  had 
not  issued  the  letter  in  October  last,  the  Governor  of  the 
Bank  has  told  us  that  if  the  pressure  upon  their  resources 
had  continued,  it  would  have   been  open   to    the   Bank 
direction  to  have  sold  £1,000,000  of  stock  at  that  precise 
tim.e ;  is  it  your  opinion  that  that  resource  was  available  ? 

—Yes,  I  think  it  was. 

5285.  You  concur  in  the  opinion,  that  the  Bank  might 
have  sold  £1,000,000   of  stock,  even   at  that  time?— I 
think  they  might. 

5286.  What  would,  in  your  opinion,  have  been  the 
effect,  supposing  they  had  sold  it,  and  had  been  able  to 
realize  it  upon  their  credit? — It  is  impossible  for  any 
person  to  say  what  the  effect  would  have  been ;  it  is  a 
matter  of  guess ;  when  you  are  dealing  with  a  state  of 
panic-feeling,  you  are  dealing  with  that  which  is  not,  by 
the  very  statement  of  it,  amenable  to  reason.     The  sale 
of  such  an  amount  of  stock  might  have  frightened  the 
public ;  or  the  idea  of  the  Bank  realizing  securities  to 
that  extent,  and  increasing  the   amount  in  the  hands  of 
the  public  for  commercial  purposes,  might  have  produced 
a  very  beneficial  eftect;  it  is  impossible  to  say  what  would 
have    been   the  result ;  but   if  the  letter  had  not  been 
issued,  it  would    have   been  the   duty  of  the   Bank   to 
have  sold  stock  and  tried  the  consequences ;  and  I  think 
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it  is  very  possible  they  might  have  been  beneficial  con- 
sequences. 

5287.  In  what  respect  do  you  think  the  consequences 
might  have  been  beneficial? — I  always  consider  that  a 
panic-feeling   is   quite  sure  to  exhaust  itself  in  a  little 
time,  and  that  the  result  of  a  manly  perseverance  in  the 
right  system,  is  very  likely  indeed  to  break   down  the 
panic ;  but  at  what  particular  stage  no  person  can  say. 

5288.  If  a  sale  by  the  Bank  of  England  of  so  large 
an  amount  as  a  million  of  stock,  and  the  fact  of  the  sale 
being  made  by  the  Bank  could  not  be  concealed,  had  had 
the  effect  of  increasing  the  panic,  would  not  the  convert- 
ibility  of  the  note  have  been  endangered  by  that  very 
circumstance  ? — No ;  whenever  you  are  speaking  of  the 
convertibility  of  the  note,  I  think  you  must  clearly  distin- 
guish between  two  different  causes  of  danger  to  the  con- 
vertibility ;  one  is  the  danger  from  the  unsound  state  of 
the  foreign  exchanges  and  the  exhaustion  of  the  gold  of 
the  country,  the  other  is  the  danger  arising  from  internal 
panic  and  the  demand  of  the  public  for  gold  instead  of 
Bank   notes.     The  first  class  of  danger  is   one  that  is 
capable  of  being  dealt  with  on  principle,  and  therefore 
for  that  danger  of  non-convertibility  the  Legislature  has 
provided.     The  other  cause  of  danger  it  is  impossible  to 
deal  with ;  there  is  no  effectual  mode  of  guarding  against 
the  non-convertibility   of  the  note  from  internal  panic, 
except  that  of  not  issuing  notes  upon  securities ;  the  more 
you  issue  notes  upon  securities  only  and  not  upon  bullion, 
the  more  you  increase  the  danger  of  risking  the  convert- 
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ibility  of  the  note  by  internal  panic ;  then  it  only  remains 
to  you  to  make  that  danger  as  little  as  you  can.  The 
Act  of  1844  reduces  the  danger  to  the  minimum,  because, 
in  the  first  place,  it  secures  the  bullion  of  the  country 
from  exhaustion  by  the  foreign  exchanges,  and  it  secures 
the  maintenance,  as  far  as  the  foreign  exchange  is  con- 
cerned, of  a  very  large  amount  of  bullion  in  this  country. 
The  maintenance  of  a  large  amount  of  bullion  in  this 
country  gives  you  a  double  protection  against  the  non- 
convertibility  of  the  note;  the  maintenance  of  a  large 
amount  of  bullion  in  the  country  renders  it  much  less 
likely  that  a  panic-feeling  with  regard  to  the  note  should 
arise,  and  if,  from  other  causes  it  should  arise,  a  large 
amount  of  bullion  places  you  in  an  advantageous  position 
to  meet  it ;  beyond  this  there  can  be  no  further  protection 
to  the  convertibility  of  the  note  against  the  danger  from 
internal  panic,  except  that  which  is  to  be  found  in  dimin- 
ishing the  amount  of  notes  issued  upon  securities  only. 
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550-552,  564,  594,  5£8,  600-602, 
608,  634,  635;  its  effects  direct 
and  indirect,  332, 338,  [347],  [349], 
[355],  490,  491,  524-526,  529-532, 
537,  538,  555,  593,  594,  600-602, 
622;  any  relaxation  of  its  provisions 
most  dangerous,  301,  302,  307,  308, 
313,  314,  316,  317,  322,  333,  334- 
336,  [346],  [353],  [354],  [356], 
546,  566,  569,  573,  578,  608,  631  ;  it 
vests  in  the  public  the  uncontrolled 
means  of  regulating  the  circula- 
tion, 320;  profit  to  the  public  se- 
cured by  this  Act,  323 ;,  its  merits 
discussed,  324,  338,  [349],  490, 
545-548,  550-552,  025  ;  effects  of 
the  suspension  of  the  Act  in  1847, 
329,  535-537 ;  apology  for  this  act 
of  the  Government,  535-537,  539, 
542,  548-550,  563,  564,  578,  605- 
610,  631,  632;  neither  the  Govern- 
ment nor  any  other  body  should 
have  legal  power  to  interfere,  540, 
565,  567,  569,  631,  632 
Bank  of  England,  strictures  on  the 
conduct  of  the  Bank  at  different 
periods  previous  to  1844,  3,  4,  18, 
19,  20,  24,  25,  28,  33,  62,  63,  70, 
72,  77,  78,  169,  [349],  397,  398, 
479,  506,  532,  550,  561-563,  619, 
620 ;  object  and  advantages  of  the 
publication  of  her  accounts,  3,  10, 
28,  30,  39,  264,  327.  328,  330,  352. 
353,  594,  604,  605 ;  detects  of  her 
constitution  previous  to  1844,  6,  7, 
9,  13,  21,  31,  34,  85,  86,  87,  123, 
124,  143,  144,  279,  373,  602-604, 
615,  618;  double  capacity  of  the 
Bank  as  manager  of  the  circulation 
and  as  a  banking  concern,  6,  31, 
34;  duties  incumbent  on  her  in  her 
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two  characters  perfectly  distinct, 
6,  7,  9,  10,  21,   31,   35,  62,  63,  85, 
86,  279,  393.  550-553,   555,   564  ; 
faulty  administration  of  the  Bank, 
10,   62,  63,  64-66,  80,  81,  88,  169, 
193-195,   210,  213,  214,  232,   233, 
312,376,389,397,405-407;  neces- 
sity   for   separating    her   banking 
business   from    that   of  regulating- 
the  currency,  10,  11,  21,  30-35,  38, 
39,   63,  85-88,   135,   142,  144-146, 
181,   199,  200,  249,250,279,  283, 
329,  342,  373,  374,  375,  376,  413, 
417,  418,  509,  593,  594,  600,  614, 
620,  624;  arguments  in  defence  or 
palliation  of  the  proceedings  of  the 
Bank,  12,  13,  14,  21,  28,  34,  35,  81, 
162,163,169,173,174,179,193,374, 
612,  613;  she  had  no  direct  control 
over  rival  issuers,  12,  95,  125,  141, 
179,215,  255-257,   366,  367,  371, 
444,  445  ;  too  much  expected  from 
her  by  the  public,  12,  28,  34,  35,  79, 
81,  179,  180,  374,  388,  389;  state- 
ments shewing  the  amount  of  her 
circulation,  bullion,  &c.,  at  different 
periods,  16,  17,  18,  20,  64,  70,  103- 
107,  196,  209,  226,  255,  259,  261, 
273,  27.7,  351,  358 ;  importance  of 
the  services  rendered   by  her,  21, 
125, 128,  232,  399,  403,  404 ;  a  de- 
crease in  the  amount  of  her  bullion 
requires  a  corresponding  diminu- 
tion of  her  circulation,  23,  26,  35, 
60,  62,    73,   75,  250,    251,    [350], 
[351],    441,     557;    a  continuous 
diminution  of  her  bullion  cannot  go 
on    except  under  an  unfavourable 
state  of  the  exchanges,  26,    494 ; 
definition  of  a  bank  of  issue  and 
its  duties,  31,  375  ;   definition  of  a 
bank  of  deposit  and  discount  and  its 
principal    object,    31,     225,     375, 
397;    their  conflicting  duties,  31- 
34,    62,    63,    123,    139,    144,    495, 
496 ;       propriety     of      securing, 
strengthening,  and  extending   the 
monopoly,  as  regards  currency,  of 
the   central    issuer,   38,    141-143, 
179,376,  377,  411,   412,415-417, 
426,  433,    434,    445 ;     suggestions 
for  the  improvement  of  the  paper 
currency,  38-40 ;  vague  and  erro- 
neous views  of  the  Bank  directors 
in    1819,    51,    52;    termination  of 
the  dark  age  of  currency   at  this 
period,    53 ;     strong    contrast   be- 
tween   the  evidence   of  the  Bank 
directors  in  1832  and  1819,  58,  59  ; 
simple  and   ingenious    plan    con- 
trived  by    the    directors    for   re- 
gulating their    paper  issues   with 


reference  to  the  fluctuations  in  the 
amount    of    specie,     60-62;     the 
connection  of  the  Bank  with   the 
Government   pronounced  by    Mr. 
Ricardo  to  be  too  intimate,  80,  81 ; 
in  no  case,  he  says,  should  Govern- 
ment be  allowed  to  borrow  from 
those  who  have  the  power  of  cre- 
ating   money,    81  ;     embarrassing 
position  in  which  she  may  be  placed 
by   her  connection   with    Govern- 
ment  and   commercial  affairs,  85, 
86.  123,  124,  129-130.  176,  177,179, 
227,  290,  374,  388,  512;  the  Bank 
strengthened  by  the  repeal   of  the 
usury  laws,  88,  404,  405  ;  the  issues 
of  the  Bank  of  England   and  the 
country  banks  were  competing  is- 
sues, 97,  257  ;  consequent  confusion 
and  danger  during  a  pressure,  101  ; 
in  the  management  of  the  circulation 
the  principle  of  competition  should 
be  repudiated,  124,   126,  127,  139, 
412 ;    common    and   ignorant   cla- 
mour against  the  monopoly  of  the 
Bank   of   England,    125;    charges 
preferred  against  the  Bank  by  the 
Manchester     Chamber    of    Com- 
merce, enumerated,  considered,  and 
answered,  162  ;    the   bargain    be- 
tween  the   Government    and    the 
Bank  a  fair  one,  and  favourable  to 
the  former,  178;  what  constitutes 
excessive     issues,     189-191  ;      the 
maintenance    of    specie    payments 
the  one  sacred  duty  imposed  upon 
the    Bank,    214,     267  ;      analysis 
of  the  capital   of  the  Bank,  224, 
225;    her  characteristic  functions, 
225,    226 ;    her    available    means 
stated,  226  ;  estimate  of  her  actual 
profits,  shewing  their  moderate  rate 
and  amount,  230,   409,  410;    her 
currency  and  banking  departments 
disconnected  by  the  Act  of  1844, 
329,    [350],   504,   505;    the  Bank 
unequal  to  the  task  of  supporting 
public  credit,  388,   389,  553,  554 ; 
the  rate  of  interest  but  slightly  in- 
fluenced by   the    Bank,   392,   393 
582-585,  600,  630;  her  rate  of  in- 
terest above   the   market    rate    in 
tranquil,  and  below  it  in  troublous 
times,  403,  404,  600 ;  effect  of  her 
notes  being  legal  tender,  410,  411 ; 
strictures  on   her  conduct  of  her 
banking  business  in  1847,  490-494, 
496,499,  503,  505-507,   512,   534, 
545,  554,  597,   598,  599-601,  611, 
621-624;  suggestions  for  the  im- 
provement of  her  constitution,  and 
answers  thereto,  611,612,  624,  630, 


INDEX. 


639 


632  ;  great  power  of  the  bank,  613, 
623,  630 

Bank  Notes  liable  to  unlimited  varia- 
tions in  value  from  excess  of  issue, 
133  ;  the  object  of  the  Act  of  1844 
to  secure  their  convertibility,  300, 
318,  325,  331,  332,  490,  491,  545, 
550,  552,  564 

Banker,  the  power  of  issuing  paper  ad 
libitum,  if  entrusted  to  a  banker 
would  inevitably  be  abused,  32,  33, 
506  ;  the  true  business  of  a  banker 
defined,  225  ;  his  banking  reserve 
must  be  augmented  in  periods  of 
alarm,  514  ,527,  534,  599,  600, 
620 

Banking  distinguished  from  issue,  31, 
63,  123,  139,  144,  225,  375,  397, 
521,  550-553,  555,  564;  the 
nature  of  over  banking  explained, 
349 ;  banking  in  all  its  forms  de- 
pendent on  credit,  375  ;  no  opera- 
tion of  banking  can  increase  the 
amount  of  capital,  though  it  may 
distribute  it  more  advantageously, 
391 

Banks,  nature  and  duty  of  a  bank  of 
issue,  31,225  ;  nature  and  principal 
object  and  business  of  a  bank  of 
deposit  and  discount,  31,  63,  225, 
375,  397  ;  their  functions  perfectly 
separate  and  distinct,  31,  63,  375, 
495,  496  ;  their  duties  in  many  re- 
spects conflicting-,  31-33,  63,  123, 
139,  144,  225,  495,  496  ;  they  can- 
not be  blended  together  in  one 
system,  63,  139;  effects  of  the 
country  and  Scotch  banks  as  banks 
of  issue,  91 ;  banks  in  United  States 
conjoin  banking  with  issue,  and  evil 
effects  thereof,  123 — (See  Country 
Banks  and  Joint  Stock  Banks} 

Barter,  money  a  medium  of  exchange 
in  lieu  of  barter  or  crtdit,  132;  bar- 
ter the  only  legitimate  normal  con- 
dition of  international  trade,  558 

Bills  of  Exchange,  the  discount  of  com- 
mercial bills  the  form  through 
which  capital  is  lent  for  commercial 
purposes,  297  ;  the  extent  to  which 
they  may  be  discounted  how  regu- 
lated, 297  ;  effects  of  the  diversion 
of  capital  to  other  purposes,  and 
the  decrease  of  confidence  on  dis- 
counts, 298,  499,  577-579  ;  bills  not 
included  in  the  definition  circula- 
tion, 345, 446  -448 ;  money  the  foun- 
dation, and  bills  of  exchange  the 
superstructure,  342  ;  variety  of  cir- 
cumstances affecting  bills  of  ex- 
change, 450,  451,  453,  454,  499, 
579,  580 


Bullion,  paper  circulation  should  fluc- 
tuate precisely  as  if  it  were  purely 
metallic,  7,  10,  23,  26,  27,  36,  60, 

73,  75,   250,   251,    [349],    [350J, 
[355],    341,    373,    378,    380,    392, 
428,  429,  432,  438,  450,  482,  489, 
492,  506,  518,  528,   531,   537,  546, 
547,  632  ;   accounts  of  the  circula- 
tion and  bullion  of  the  Bank  at  dif- 
ferent periods,  17,   18,  20,  21,  64, 
70,  103-107,   196,   209,  226,   255, 
259,   261,  273,  277,  351,  358;    a 
continuous  diminution  of  the  bul- 
lion  of  the   Bank    cannot  go   on 
except  under  an  unfavourable  state 
of  the  exchanges,  26,  60,  494,  497, 
530,     557 ;     consequences    of  the 
suspension  of  cash  payments,  45  ; 
the  drain  for  bullion  how  affected 
by  the  amount  of  circulating  me- 
dium, 60  ;  the  increase  or  diminu- 
tion of  the  gold  in  the  Bank  to  be 
taken  as  the  only  safe  test  of  the 
favourable   or   unfavourable    state 
of  the  exchanges,  60 ;  simple  plan 
for   the   regulation   of   the    paper 
issues  of  the  Bank  with  reference 
to  the  fluctuation  in  the  amount  of 
specie,  60-62,  250,  251,441;    in- 
stances of  heavy  pressure  on  the 
Bank,   and   serious    diminution  of 
her  bullion,  46-48,  68,  70,  72,  93 
255,  491,  494,   495;    duty   of  the 
Bank  to  protect  her  treasure  from 
actual  exhaustion  by  foreign  drain, 

74,  75;  on  the  Bank  lies  the  onus  of 
providing    specie    for    the    whole 
country,    74,    75,    92,     112,    409, 
439,  440 ;   the  fluctuations  of  the 
paper  issues  not  corresponding  to 
those  of  the    bullion    the   test   of 
mismanagement  of  the  circulation, 
168,   190,  431,  627;  regulation  of 
the  paper  circulation  in  correspon- 
dence with  the  fluctuations  of  the 
bullion    essential,    250,    254,    279, 
[350],  [351],  341,  342,  373,  378, 
441,  443,  557,  618  ;  reasons  stated, 
250,  251 ;  fatal  effects  of  neglecting 
this  rule  exemplified,  255,  263,  280  ; 
cause  and  effects  of  the  drain  of 
1833-1837,  271,  272,  278,   [346]; 
of    the  drain    of  1839,    272,   278, 
[346]  ;  of  the  drain  of  1824-1825, 
273,   278,   [346]  ;    proof   adduced 
that     monetary     regulations    may 
be   most   effectual    means  of  con- 
trolling a  drain  of  bullion,  291,  549; 
since  1844  the  fluctuations  of  the 
banking    reserve     are     anxiously 
watched  by  thd  public,  328,   497, 
498;    the    total    amount    of   bank 
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notes  is  now  made  by  law  to  cor- 
respond to  the  total  amount  of  bul- 
lion, 333;  drain  of  1830-1832,  360, 
361  ;  progress  of  drain  of  1832- 
1837  described,  353;  causes  of  an 
efflux  of  bullion.  381,  382,  497, 
501,  502,  530,  531;  effects  of  a 
drain  on  the  London  market  by 
the  country  bankers,  408,  409 ; 
estimate  of  the  necessary  amount  of 
the  reserve  of  bullion,  455,  456  ; 
drain  of  1847,  491,  501,  502,557, 
570,  607,  631 ;  internal  and  external 
drains  distinguished,  525,  526,  529, 
531,  533,  566,  567,  634;  in  its 
transmission  from  one  country  to 
another,  bullion  is  to  be  considered 
as  a  commodity,  569,  570 
Bullion  Report,  extract  from  it  relating 
to  the  embarrassing  connection 
of  the  Bank  with  the  Government, 
87,  88  ;  extract  from  it  relating  to 
the  state  of  a  paper  currency  during 
the  suspension  of  cash  payments, 
133;  Peel's  Bill  of  1819  founded 
on  the  principle  of  the  bullionists, 
137 ;  increased  experience  and 
knowledge  acquired  since  the  pub- 
lication of  the  Bullion  Report, 
[339],  [354],  425,  434,  530 
Burgess,  Mr.,  his  circular  of  31  Jany., 
1840,  quoted,  222;  his  evidence  of 
1832  referred  to,  273,  347 


C. 


Capital,  free  circulation  of  capital  se- 
cimd  by  the  repeal  of  the  usury 
laws,  88,  91 ;  an  appeal  to  private 
capitalists  in  case  of  commercial 
pressure  more  legitimate  and  more 
likely  to  be  successful  than  a  simi- 
lar application  to  the  Bank,  89,  90, 
388-391;  capital  of  the  Bank  of 
England  analyzed,  224 ;  effect  on 
discounts  and  trade,  of  the  diversion 
of  capital  to  other  purposes,  298, 

511,  512,  570,   571,  589-591;   the 
rate  of  interest  the  indicator  of  the 
value  of  capital,  312,    [355],   511, 

512,  544,  576,  597,   581,  584;  war 
a  great   destroyer  of  capital,  and 
the  creator  of  new  competitors  for 
it,  313,  317,  322,  [352]  ;  the  amount 
of  capital  C'imiot  be  increased  by 
any  process  of  banking,  though  its 
distribution  may  be  improved,  390, 
391 ;  influences  affecting  the  effi- 
ciency of  national  capital,  513,527, 
528,  570,  571,  576,577,  589-591, 
609 


Cash  Payments,  imperfect  information 
of  the  public  on  the  subject  of  cur- 
rency during  the  suspension  of 
cash  payments,  44,  241  [345] ; 
variable  state  of  a  paper  circulation 
during  the  suspension  of  cash  pay- 
ments. 133 

Cicero,  his  speech,  pro  Leye  Manilla, 
quoted  regarding  the  peculiar  and 
sensitive  nature  of  credit,  153 
Circulation — See  Currency 
"  Comments  on  Merchants'  Petition   a- 
gainst  the  Bank  Charter  Act"  287 
Committee  of  Currency  proposed  for  su- 
perintending the  issue  department 
of  the  Bank  of  England,  39  ;  pub- 
lication   of   its    proceedings    sug- 
gested, 39 

Competition : — in     the     circulation     of 
capital,  where  there  is  free  com- 
petition, the  interests  of  the  com- 
munity and  that  of  the  individual 
are  n>  ver  at  variance,  91 ;    com- 
peting issues  of  the  Bank  of  Eng- 
land   and    country    bankers,    97 ; 
currency   issued  under   the   influ- 
ence of  competition   must   neces- 
sarily tend  to  excess,  97,  122,  123, 
139;  the  principle  of  competition 
in    the    issue   of    paper    currency 
should  be  repudiated,  38,  124,  126, 
127,   139,   141;    illustrations,    126, 
127;    opposite  effects  of  competi- 
tion   in  trade  and   competition  in 
the  issue  of  paper  money,  412 
Convertibility,  paramount  importance  of 
securing  the  convertibility  of  her 
paper  issues  by  the  Bank,  23,  26, 35, 
87,   132,  379,  505,  550-552;  only 
mode  by  which  this  can  be  secured, 
60,62,   132,  [349],  348,  349,  380, 
381,   414,  418,  428-430,  504,  505, 
537,    550,   551,   564,   593,   598;  it 
ought  to  be  h-'ld  sacred,  87,  133, 
134,  214,  254,  267,  315,  380  ;  this 
is  the  most  important  benefit  of  a 
well  regulated  currency,  132.  348, 
349,     380,   381,     504,     505 ;     evils 
attending  an    inconvertible    paper 
money,    137;    Peel's  Bill  of  1819 
a  remedy  for  those  evils,  137  ;  his 
bill  of  1844  the  complement  which 
secures    and   strengthens   (hut    of 
1819,   240,   245,   338,    [343],   505, 
506,  564;  delusion    formerly    pre- 
valent that  the  obligation  and  the 
power  to  pay  gold  on  demand  were 
synonymous,  317,  318 
Corn,  large  importation  of,  a  cause  of 
the  unfavourable  state  of  the  ex- 
changes, 68,    69,    289.    290,    296, 
591 
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Corn  Laws,  one  of  the  causes  oi'  the 
commercial  pressure  of  1838-1839, 
168;  advantages  of  free  trade, 
[3431 

Country  Banks,  their  conduct  as  issuers 
of  money  criticised,  22,  91,  92, 
101-107,  169,  208,  255,  2.57,  354- 
357,  394,  395,  444,  445,  479  ;  for- 
merly the  legislature  imposed  no 
»  restraint  on  the  proceedings  of 
these  Banks,  91,  [349 J  ;  effect  of 
repeated  advances  in  the  rate  of 
interest  to  decrease  the  amount 
of  country  issues,  93,  94  ;  tardy 
but  eventually  abrupt  reduction 
of  the  country  issues,  conse- 
quent on  a  steady  system  of  con- 
traction by  the  Bank,  100,  371  ; 
apology  for  the  country  bankers, 
110,  372,  373;  their  issues  made 
to  expand  and  contract  with  the 
rise  and  fall  of  prices,  374,  394  ; 
they  are  useful  institutions  so  far 
as  mere  banking  is  concerned,  443, 
445  ;  insolvency  of  country  banks 
in  1825  520,  521,  548;  limitation 
of  their  issues  one  advantage  of  the 
.Act  of  1844,  593  595 

Credit,  dangerous  connection  of  the 
Bank  with  the  wants  of  trade  and 
the  support  of  credit,  87,  124,  227, 
290,  374,  375,  376,  387,  388,  512; 
money  a  medium  of  exchange  in 
lieu  of  barter  or  credit,  132;  pecu- 
liar and  sensitive  nature  of  credit, 
153,  512,  513,  515,  527,  528,  533, 
'  570-572,  577,  578,  609,  633,  634; 
effect  of  the  Act  of  1844  on  credit, 
332,333,556,  557,  561,562;  bank- 
ing it  all  its  forms  dependent  on 
credit,  375;  the  phrase,  support  of 
public  credit,  explained,  390,  391; 
definition  of  credit,  571 

Crisis,  periodical  convulsions  in  the 
commercial,  as  inevitable  as  storms 
in  the  natural  world,  and  both 
answer  similarly  useful  purposes, 
132  ;  statement  of  the  causes  and 
consequences  of  the  various  crises 
since  1819,  197,  255,  261,  266,270, 
271,  273,  275,  278,296,311,312, 
317,  322,  330,  331,  [346],  [348], 
[351],  353,  358-360,  369,  396,  402, 
489,  514,518-522,  620;  prevalence 
of  hoarding  during  a  crisis,  282,  283 

Currency,  mistaken  views  formerly  pre- 
valent regarding  currency,  6, 10,46- 
48,  50,  51,  162,  338,  383  ;  a  sound 
rule  that  paper  currency  should  be 
made  to  fluctuate  precisely  as  if  it 
were  purely  metallic,  7,  10,  23,  27, 
36,  37-39,  73,  75,  250,  251,  [350], 


341,  373,  378,  380,  392,  428,  429. 
432,  438,  450,  482,  489,  504-506, 
517,  518,  528,  531,  537,  546,  547, 
632  ;  illustration  of  the  only  sound 
principle  in  currency,  10,  504,  505; 
necessity  for  separating  the  banking 
business  of  the  Bank  of  England 
from  that  of  regulating  the  cur- 
rency, 10,  11,  504,  505;  unwise 
legislation  with  regard  to  the  Bank 
of  England  and  Joint  Stock  Banks, 
12,  13  ;  statement  of  the  circulation 
of  the  Bank  and  other  banks  of 
issue  at  different  times,  17,  18,  20, 
70,92, 103,  107,  196,  209,  220,  226, 
255,  259,  261,  273,  274,  277,  351, 
358  ;  a  bank  of  issue  distinguished 
from  a  bank  of  deposit  and  dis- 
count, 31,  225,  375,  504,  505  ;  evil 
consequences  of  combining  the 
issue  of  paper  money  with  ordinary 
banking  functions,  33,  35,  38 ; 
utmost  that  can  be  expected  from 
a  paper  currency,  36,  507,  519; 
suggestions  for  the  improvement  of 
our  paper  currency,  37,  38,  39,40; 
the  true  principles  of  currency  not 
universally  recognized,  43,  162, 
230;  termination  of  the  dark  age 
of  currency  in  1819,  53,  [345], 
[347]  ;  adoption  of  the  doctrines  of 
the  bullionists  by  the  select  com- 
mittees of  both  Houses,  in  1819, 
53-56 ;  these  sanctioned  by  legis- 
lative authority  and  verified  by  all 
subsequent  experience,  57,  338 ;  too 
many  yet  found  who  assert  the 
proper  doctrine,  but  desert  their 
standard  in  the  hour  of  pressure, 
57,  66 ;  the  next  well  defined  step 
in  the  progress  of  public  intelli- 
gence on  this  subject  taken  in 
1832,  58;  strong  contrast  between 
evidence  of  the  Bank  directors  at 
that  date  and  in  1819,  58,  59; 
simple  and  ingenious  plan  contrived 
for  the  regulation  of  the  paper 
issues  of  the  Bank  with  reference 
to  the  fluctuation  in  the  amount 
of  specie,  60-62;  limited  power  of 
the  Bank  of  England  over  the  con- 
duct of  the  country  issues,  95-97; 
the  causes  of  improper  fluctuations 
in  paper  currencies  of  England, 
Scotland  and  Ireland,  115-117; 
consequences  which  depend  on 
a  good  or  bad  management  of 
the  circulation,  118;  the  paper 
circulation  of  the  United  States  is 
under  no  general  system  or  con- 
trol, 122,176;  fatal  consequences 
thereof  when  it  was  subjected  to 
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severe  pressure,  122  ;  the  power  of 
creating  money,  like  the  royal  pre- 
rogative of  coining,  should  he  an 
exclusive  privilege,  accompanied  by 
individual  responsibility,  124;  in- 
fluence of  a  well  regulated  currency 
in  moderating  the  force  of  com- 
mercial convulsions,  132;  the  most 
important  benefit  of  a  well  regu- 
lated currency  is  its  tendency  to 
secure  the  convertibility  of  notes, 
132,  300.  318,  325.  331,  332,  490, 
491,  545,  550-552,  564;  evils 
attending  an  inconvertible  paper 
money,  137  ;  question  whether  the 
circulation  of  the  whole  country 
should  be  confined  to  one  bank  of 
issue,  135,  136,  233,  234,  411,  412  ; 
and  whether  that  bank  should  be 
restrained  from  all  other  banking 
and  commercial  functions,  135, 136, 
176,  177;  fluctuations  of  the 
amount  of  paper  issue  not  corres- 
ponding to  those  of  the  bullion,  the 
test  of  mismanagement  of  the  cir- 
culation, 168,  190,  431,  627  ;  fluc- 
tuations of  the  bullion  the  standard 
measure  of  a  paper  currency,  190; 
definition  of  a  paper  circulation, 
191  ;  its  provision  by  the  legisla- 
ture as  a  cheap  and  convenient 
substitute  for  metallic  money,  192, 
530,  531  ;  circulation  is  affected 
by  deposits  only  when  the  issuing 
banker  resorts  to  an  abusive  ex- 
ercise of  his  issuing  power,  200, 
201 ;  deposits  distinguished  from 
circulation,  200,  201,  343-345, 
460,  472,  476,  477;  auxiliary  cur- 
rency explained,  201  ;  its  fluc- 
tuations subject  to  laws  distinct 
from  those  which  ought  to  regulate 
the  substitution  of  paper  for  me- 
tallic money,  201,  450,  451,  453; 
management  and  mismanagement 
of  the  currency  defined  and  con- 
trasted, 202  ;  effect  of  fluctuations 
in  the  amount  of  circulation 
on  prices,  202-204 ;  those  usually 
over  estimated,  205,  206 ;  the 
continual  occurrence  of  reaction 
in  trade  is  common  to  all  coun- 
tries, whilst  mismanagement  of 
the  circulation  is  peculiar  to  Eng- 
land, 207  ;  effect  of  deficient  har- 
vest on  the  circulation,  211-213, 
502,  503  ;  two  courses  open  to  the 
manager  of  the  circulation  on  such 
an  emergency,  212;  Sir  Robert 
Peel's  Bill  of  1844,  eulogized,  239, 
289,  331,  335,  [339],  [346],  [351], 
[352],  490,  491,  504-508,  510,  534, 


535,539.  545,  552,  561,  591-^98, 
600,  G01,  608,  622;  objections 
thereto  stated  and  answered,  240- 
245 ;  aim,  objects,  and  beneficial 
effects  of  the  Hill  of  1844,245-248, 
300,  318,  3^5,  331,  332,  [339], 
[350] -[353],  [355],  490,  491,  503, 
508,  510,  524,  525,  529,  532,  534, 
535,  537,  545,  548,  550-552,  555, 
561,  580,  581,  591-593,  600-  6<*>, 
622;  it  gives  security  to  the  settle- 
ment of  1819,  239,  245-248,  332, 
338,  [349],  618,  619;  effects  of 
contraction  and  expansion  of  cir- 
culation enumerated  in  the  order  of 
tneir  operation,  251,  253;  advan- 
tage of  early  and  gradual,  over 
postponed  and  sudden  contraction 
of  the  circulation,  during  a  drain, 
253,  254,  262,  263,  264-266,  279, 
280,290,301,  [346],  [351],  [352], 
[354],  362,  363,  365,  368,  369, 
370,  373,  379,  380,  383,  395,  396, 
397,  402,  459,  545,  561,  596-598, 
603,  604,  619,  620;  progress  of  the 
circulation  traced  from  1833  to  the 
crisis  in  1837,  255,  458,459;  its 
progress  previous  to  the  crisis  of 
1839,  261 ;  raising  the  rate  of  in- 
terest considered  as  a  means  of 
contraction,  264,  287,  288,  404, 
405,  546,  597  ;  serious  consequences 
of  sudden  alarm,  282,  283,  [346], 
[351],  597,  606,  621 ;  our  currency 
laws  not  responsible  for  natural 
fluctuations  of  seasons  and  trade, 
nor  for  the  effects  of  war,  315,  591 ; 
the  convertibility  of  our  paper 
money  the  only  bulwark  against 
depreciation,  315;  sound  and  legiti- 
mate free  trade  in  currency  secured 
by  the  Act  of  1844,  321 ;  definition 
of  circulation,  342-346,  527,  610, 
611,  614;  power  of  the  Bank  of 
England  to  produce  contraction, 
379,  380 ;  operation  of  a  contraction 
to  check  the  export  of  bullion  and 
encourage  the  export  of  goods,  382, 
528,  573  ;  effect  of  contraction  on 
prices,  382,  383,  440,  573-575; 
three  modes  of  regulating  a  cur- 
rencv  so  as  to  secure  its  operation 
on  the  self-acting  principle,  384 ; 
the  effects  of  a  purely  metallic 
circulation  and  a  well  regulated 
paper  circulation,  identical,  392 ; 
tranquillity  of  (he  circulation  dis- 
turbed by  the  rapid  payment  to 
Government  of  a  large  loan,  398, 
399 ;  advance  in  experience  and 
knowledge  on  the  subject  of  cur- 
rency since  Adam  Smith's  time, 
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424,  425,  434  ;  principles  on  wbich 
a  paper  currency  should  be 
regulated,  441 ;  estimate  of  neces- 
sary amount  of  the  reserve  of  bul- 
lion, 455,  456  ;  evidence  with  re- 
ference to  the  contraction  and  ex- 
pansion of  the  circulation,  482 -486; 
pressure  of  1847  unconnected  with 
the  management  of  the  circulation, 
489  ;  influences  affecting  the  effici- 
ency of  a  currency  in  performing 
the  functions  of  circulation,  513, 
515,  517,  518,  527,  528,  533,  534, 
566,  567,  596,  597  ;  minimum 
amount  of  our  circulation,  538; 
mode  of  economizing  the  circula- 
tion, 627,  628 


I). 


Demand  and  Supply,  miscalculations  of 
their  relative  extent  one  cause  of 
fluctuation  of  prices  and  of  trade, 
167 

Deposits,  as  the  deposits  in  the  Bank 
are  necessarily  variable,  the  amount 
of  securities  held  by  it  must  also 
fluctuate,  9 ;  tables  shewing  the 
circulation,  deposits,  &c.,  of  the 
Bank,  at  different  times  20,  70, 
226  ;  the  deposits  of  the  Bank  of 
England  as  unsteady  and  fluctu- 
ating in  amount  as  those  of  any 
other  concern,  63,  64  ;  illustration, 
64 ;  deposits  in  the  hands  of  an 
issuing  and  a  non-issuing  banker 
contrasted,  200;  circulation  dis- 
tinguished from  deposit,  200,  201, 
343-345,  460-472,  476,  477;  prin- 
ciple on  which  a  bank  of  deposit 
should  be  managed,  397  ;  difference 
in  the  character  of  deposits  in 
London  and  in  Country  Banks,  629 
Discount — See  Bills  and  Interest 
Distress — See  Crisis  and  Pressure 
Dorrien,  Mr.,  extracts  from  his  evi- 
dence of  1819,  48,  82 
Drain — See  Bullion  and  Crisis 


E. 


East  India  Company,  its  loan  to  the 
Bank  paid  off  in  January,  1837,  21; 
effect  on  the  money  market  of  her 
largely  increased  deposits  in  the 
Bank,  194 

England,  the  history  of  England  em- 
phatically the  history  of  progress, 
43,  [342],  [353],  382  ;  the  mone- 
tary systems  of  England  nml  the 


United  States  contrasted,  121-125; 
severe  trials  to  which  they  have 
been  subjected,  125;  monetary 
systems  of  France  and  England 
contrasted,  206,  207,  580,  \581  ; 
reasons  why  England  may  feel  the 
effects  of  fluctuations  in  trade  with 
more  severity  than  her  neighbours, 
207,  581 

Exchanges,  a  continuous  diminution  of 
the  bullion  of  the  Bank  of  England 
cannot  go  on  except  under  an  un- 
favourable state  of  the  exchanges, 
26,  494,  522,  52*;,  to  regulate 
their  ovvn  transactions,  the  intel- 
ligent public  now  watch  the  in- 
fluence of  the  exchanges  on  the 
circulation  of  the  Bank,  28,  328, 
420.  421,  496-498;  the  mode  ia 
which  the  amount  of  the  circulating 
medium  influences  the  fluctuations 
in  the  exchanges,  formerly  but  im- 
perfectly understood,  45,  49-53  ; 
vague  and  erroneous  views  of  the 
exchanges  ir,  1819,  50;  the  increase 
or  diminution  of  the  gold  in  the 
Bank  to  be  taken  as  the  only  safe 
test  of  the  favourable  or  unfavour- 
able state  of  the  exchanges,  60; 
reasons  assigned  for  their  un- 
favourable state  in  1819,  68,  69; 
the  equilibrium  of  the  exchanges 
with  other  countries  disturbed  by 
the  improper  fluctuations  in  pappr 
issues,  116;  temporary  pressure  on 
the  money  market  the  necessary 
remedy,  as  well  as  the  consequence 
of,  our  adverse  exchange,  292,  522, 
531,  545,  547,  557,  559,  597,  602; 
connection  of  foreign  exchanges, 
with  trade,  569-570 

Exchequer  Bills,  the  issue  and  sale  of, 
a  legitimate  mode  by  which  Go- 
vernment may  raise  money,  81  ; 
issue *of,  to  relieve  panic.  547,  607, 
609 

Excitement,  commercial  pressure  and 
distress  the  necessary  consequences 
of  excitement  and  over  trading, 
120 

"  Extracts  from  the  evidence  of  Samuel 
Jones  Loyd,  Esq.  (now  Lord  Over- 
stone),  before  the  Committee  of  the 
House  of  Commons,  of  1840,  on 
Banks  of  Issue,  341-486  ;  ditto, 
ditto,  before  the  Secret  Committee  of 
the  House  of  Lords  of  1848,  on 
Commercial  Distress,  487-585:  ditto, 
before  Committee  of  House  of  Com- 
mons 0/1848,  on  ditto,"  589-635 
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Famine  in  Ireland,  its  effects  in  exag- 
gerating commercial  pressure,  307, 
502,  503,  590,  591 

Fashion,  changes  in,  a  cause  of  fluctu- 
ations ill  prices  and  trade,  157 

Fluctuations  in  the  exchanges  very  im- 
perfectly understood  before  the 
resumption  of  cash  payments,  45 ; 
effect  of  average  returns  to  conceal 
the  precise  time  and  extent  of  the 
fluctuations  in  circulation,  &c.,  93  ; . 
three  causes^of  the  improper  fluc- 
tuations in  the  paper  currency  of 
England,  115;  in  all  these  respects 
the  Scotch  system  is  equally  defec- 
tive, 115;  improper  fluctuations  in 
the  amount  of  paper  issues  affect 
the  whole  community  in  common, 
116;  various  causes  of  fluctuations 
in  prices  and  the  state  of  trade, 
enumerated,  167, 206-208, 570, 571, 
577,  589 

France,  effect  of  the  French  assignats 
on  the  prices  of  all  commodities, 
125;  the  paper  issues  of  France 
limited  in  amount  and  well  regu- 
lated, 206  ;  trade  in  that  country 
subject  to  fluctuations  of  no  unim- 
portant magnitude,  206  ;  the  phe- 
nomena of  high  excitement  and 
ruinous  prostration,  experienced  in 
the  money  market  of  Paris  as  well 
as  that  of  London,  206;  rate  of 
interest  more  steady  in  France 
than  in  England,  393,  580,  581  ; 
the  currency  of  France  virtually 
metallic,  393,  580 

Free  Trade  : — under  free  circulation  of 
capital,  public  and  individual  in- 
terests are  never  at  variance,  91; 
sound  and  legitimate  free  trade  in 
currency,  secured  by  the  Bank 
Charter  Act,  321 ;  beneficial  effects 
of  free  trade,  [340] -[343] 

Funds,  public  funded  loans  one  of  the 
legitimate  ways  by  which  Govern- 
ment may  raise  money,  81;  this  the 
proper  investment  for  securities  to 
guarantee  the  solidity  of  the  paper 
money  of  a  country,  177  ;  they  are 
saleable  and  form  available  assets, 
177 


G. 


Gold  and  Silver,  gold  is  iu  this  country 
the  measure  of  all  exchangeable 
value,  132 ;  in  a  country  where 
gold  is  the  standard,  silver  is  but  a 


commodity,  and  must  be  treated  as 
such,  299,  303,  304  ;  heavy  seign- 
orage  on  silver  in  this  country, 
299 ;  its  circulating,  greater  than 
its  bullion  value,  299  ;  silver  not  a 
legal  tender  for  sums  above  40*., 
299 

Government: — suggested  that  a  represen- 
tative of  the  Government  should  be 
associated  with  a  Committee  of 
Currency,  for  superintending  the 
issue  department  of  the  Bank,  39  ; 
advantages  to  be  derived  from  his 
presence,  39  ;  the  demands  of  the 
Government  on  the  Bank  are  occa- 
sionally of  an  embarrassing  nature, 
79,  80,  85  ;  evil  attributed  by  Mr. 
Ricardo  to  the  too  intimate  con- 
nection between  the  Bank  and  the 
Government,  80,  81;  in  no  case, 
should  the  Government  be  allow- 
ed to  borrow  from  those  who 
have  the  power  of  creating  money, 
81 ;  legitimate  modes  by  which  the 
Government  may  obtain  money, 
81 ;  the  repayment  of  a  large  por- 
tion of  the  advances  made  by  the 
Bank  to  Government  considered  in 
1819  a  necessary  preliminary  to 
the  resumption  of  cash  payments, 
82  ;  the  embarrassment  of  the  Bank 
by  its  connection  with  the  Govern- 
ment became  apparent  soon  after 
its  first  establishment,  87  ;  the  bar- 
gain between  the  Government  and 
the  Bank  a  fair  one,  and  favourable 
to  the  former,  178;  the  Govern- 
ment the  proper  holders  of  the  sur- 
plus of  the  paper  issues  227  ;  sums 
p;iid  by  the  Government  to  the 
Bank,  228,  229  ;  apology  for  the 
Government  of  1847,  which  sanc- 
tioned a  relaxation  of  the  Act  of 
1844,  540 


H. 


HMimand,  Mr.,  extract  from  his  evi- 
dence of  1819,  82 

Hamburgh,  currency  of  the  Bank  of, 
described,  384 

Harman,  Mr.,  extracts  from  his  evi- 
dence of  1819,  46-48,  51 

Harvests,  effect  of  deficient  harvests 
on  the  circulation,  211-213,  289, 
290,  490,  502,  503,  572,  573,  590, 
591 

Honour,  the  unnecessary  continuance 
of  the  suspension  of  cash  payments 
is  inconsistent  with  national  honour, 
133 
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Homer,  Francis — See  Bullion  Report 

Horsley- Palmer, «/.,  Esq.,  reflections  sug- 
gested by  a  perusal  of  his  pamphlet 
on  the  causes  and  consequences  of 
the  pressure  on  the  money  market, 
3-40 ;  his  pamphlet  quoted  as  to 
the  nature  of  the  extra  deposits  of 
the  Bank.  235,236;  referred  to, 
271  ;  quoted,  277,  361 

Hubbard,  Mr.,  quoted,  581 

Huskisson,  the  fit.  Ron  Wm.,  on  depre- 
ciation of  the  currency,  quoted, 
238  ;  his  definition  of  an  excess  of 
currency  quoted  from  his  speech  on 
Mr.  Horner's  resolutions,  238  ;  the 
modus  operandi  of  the  exporta- 
tion of  bullion  on  the  exchange,  as 
explained  by  him,  251  ;  quoted  on 
the  serious  consequences  of  sudden 
alarm  in  the  money  market,  282, 
283 


Insolvency  on  the  part  of  an  issuer 
affects  only  the  specific  holders  of 
the  notes  of  that  issuer,  and  none 
other,  116;  danger  of  insolvency 
on  the  part  of  the  issuers  of  paper 
money,  137,  520,  521,  548 

Interest,  the  rate  of  interest  erroneously 
looked  upon  as  a  better  cur- 
rency barometer  than  the  state  of 
the  exchanges,  50 ;  beneficial 
effects  to  the  Bank  of  England  of 
the  partial  repeal  of  the  usury 
laws,  88,  89 ;  incalculable  advan- 
tage afforded  by  it  to  the  com- 
mercial community  in  securing 
the  free  circulation  of  capital, 
88-91,  140,  405,  579,  583;  ab- 
surd complaint  that  the  Bank  lends 
money  at  too  low  a  rate,  173,  193 ; 
action  of  contraction  and  expansion 
of  circulation  on  interest  and 
prices,  253  ;  raising  the  rate  of  in- 
terest considered  as  a  means  of 
contracting  the  circulation,  264, 
[352]  404,  405,  546,  597  ;  the  rate 
of  interest  allowed  by  brokers  on 
money  held  at  call,  a  fair  test  of  the 
extent  of  monetary  pressure,  287, 
288  ;  the  rate  of  interest  the  indi- 
cator of  the  value  of  capital,  312, 
[355],  511,512,  544,576,577,  581, 
584 ;  effect  of  war  on  interest, 
313,  316,  317,  322  [352]  ;  general 
rate  of  interest  affected  by  a  variety 
of  considerations,  392 ;  the  Bank 
can  only  influence  temporary  fluc- 
tuations in  the  rate  of  interest,  393, 


582-5,  600,  630;  reasons  why  a 
steady  rate  of  interest  cannot 
be  maintained  in  this  country,  393  ; 
rate  of,  more  steady  in  France, 
393,  580,  581 ;  in  periods  of  tran- 
quillity the  Bank  rate  of  discount 
is  generally  above  the  market  rate, 
and  vice  versa  in  periods  of  heavy 
pressure,  403,  404 

Ireland,  the  objections  to  multiplied  and 
rival  issues  of  paper  money  as  ap- 
plicable to  Ireland  as  to  England 
and  Scotland,  117;  circulation  of 
Ireland  in  1833  and  1836,  274; 
effect  of  the  famine  in  Ireland  to 
exaggerate  commercial  pressure, 
307,  502,  503,  590,  591 

Issue,  proceedings  of  banks  of  issue 
criticised,  11,  91,  112,  169,  197, 
222,  223,  341,  442 ;  nature  and 
duties  of  a  bank  of  issue,  31,  63, 
375  ;  the  duties  of  this  and  a  bank 
of  deposit  and  discount  cannot  be 
blended,  31-34,  63,  123,  139,  144, 
375;  the  issues  of  the  Bank  of 
England  and  those  of  the  country 
banks  were  competing  issues,  97 ; 
currency  issued  under  the  influence 
of  competition  must  necessarily  tend 
to  excess,  97,  122,  123,  138,  139, 

412,  413,  433,  434,  442,  445;  this 
system   of  the  country  issues  the 
natural  or  even  necessary  result  of 
the  laws  under  which  they  acted, 
110,  443  ;  danger  of  insolvency  on 
the  part  of  the  issuers  of  paper 
money,  137,412,520,  521,548;  one 
central  issuer  a  most  desirable  sub- 
stitute for  a  mass  of  rival  issuers,  38, 
141-143,  179,  376,  377,  411,  412, 

415,  416,  417,  426,  433.  434,  445; 
separation  of  the  issue  from  the 
banking  department  of  the  Bank 
absolutely  necessary,  38,  63,  85-88, 
135,   141-146,  201,  219,249,  250, 
279,  283,  329,  342,  373,  374-376, 

413,  417,  418,   509,   550-553,  555, 
564 ;  the  fluctuations  of  the  amount 
of   paper   issues   not    correspond- 
ing to   those   of  bullion  the  test 
of  mismanagement   of  the  circu- 
lation,   168,    169,    189;  what  con- 
stitutes excessive  issues,  189-191  ; 
evil  effects  thereof,  318,  411,  412  ; 
effect  of  expansion  of  the  country 
issues  on  the  rate  of  interest,  196; 
the  country  issues  and  those  of  the 
Bank  compared,  196,  215  ;  expedi- 
ency of  erecting  a  national  bank  of 
issue  under  Government  controul, 
135,  136,233,   234,  411,  412,415. 

416,  417,  433,   434;    definition  of 
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Issue  : 

issue  in  contrast  to  hanking,  375, 
397,  521,  550-553,  555,  564  ;  con- 
troul  over  country  issues  de- 
scribed as  inefficient,  378,  414, 
415,  418,  442;  the  community  at 
large  the  greatest  sufferers  hy  the 
miscalculations  ofover-issuers,  412: 
expediency  of  vesting1  the  manage- 
ment of  paper  issues  in  a  commis- 
sion appointed  for  that  purpose, 
417,  624,  632,  633  ;  limitation  of  the 
issues  of  the  country  hanks,  one  of 
the  benefits  of  the*  Act  of  1844, 
593-595 


J. 

Joint  Stock  Banks,  false  position  in 
which  they  were  placed  by  unwise 
legislation,  12,  13,  14  ;  defence  of 
the  joint  stock  banks,  15,  17,  28, 
35,  36 ;  circulation  of  private  and 
joint  stock  banks,  1837-1839,92; 
the  establishment  of  the  joint  stock 
system  the  remedial  measure  which 
emanated  from  the  crash  of  1825, 
137,422;  number  of  joint  stock 
banks  established  from  1833  to 
1836,  in  England  and  Ireland,  271 ; 
object  and  effect  of  the  institution 
of  these  banks,  379,  422,  423 

Joplin,  Mr.,  quotation  from  his  pam- 
phlet of  1837,  221 


L. 

Legislation,  objects  of  the  legislature  in 
ordering"  the  publication  of  the  ac- 
counts of  the  Bank,  3 ;  unwise 
legislation  with  regard  to  the  Bank 
of  England  and  joint  stock  banks, 
12 ;  legislative  authority  given  for 
the  first  time,  in  1819,  to  sound 
principles  of  currency,  57  ;  legis- 
lative enactments  one  cause  of 
fluctuation  in  prices  and  in  the 
state  of  trade,  167 ;  influence  of 
corn  laws  in  producing  commercial 
pressure  of  1838-1839,  168;  the 
legislature  provided  a  paper  cur- 
rency as  a  cheap  and  convenient 
substitute  for  metallic  money,  192 

Letters,  letters  to  J.  B.  Smith,  Esq., 
President  of  the  Manchester  Cham- 
ber of  Commerce,  161,  234;  series 
of  letters  of  Mercator  to  the  editor 
of  the  Times  on  the  Bank  Charter 
Act  of  1844,  and  the  state  of  the 
currency  in  1855,  1856,  311-[357] 

Liverpool,  Lord,  speech  of  17th  Feb., 
1826,  referred  to,  273,  359,  360 


Loans,  funded  loans  one  of  the  legiti- 
mate ways  by  which  Government 
may  raise  money,  81  ;  speculation 
promoted  by  the  contracting  of  a 
large  Government  loan,  398,  399 

Loyd,  Leu-is,  Esq.,  extract  from  his 
evidence  before  Lords'  Committee 
of  1826,  regarding  the  proportion 
borne  b\  bills  of  exchange  to  the 
gold  and  Bank  of  England  notes  in 
circulation,  447,  448 

Loyd,  Samuel  Jones,  Esq. — See  Over- 
stone,  Lord 


M. 


McCulloch,  J.  R.,  Esq.,  "  McCulloch's 
Notes  on  Adam  Smith"  quoted 
against  free  trade  in  the  issue  of 
paper  money,  108,  109;  quoted  as 
to  the  vicious  part  of  our  currency, 
consisting  of  a  host  of  issuers  all 
actuated  by  conflicting  views  and 
interests,  148, 149  ;  quoted  as  to  the 
generation  of  a  spirit  of  over 
trading,  151,  152 

Manchester,  report  of  Manchester 
Chamber  of  Commerce  criticised, 
163,  231  ;  compared  to  a  tessellated 
pavement,  curiously  diversified 
with  alternate  truth  and  error,  166; 
eulogy  on  Manchester  and  its  mer- 
chants, &c.,  181-183 

Manufactures,  circumstances  on  which 
depend  the  foreign  demand  for  our 
manufactures,  297 ;  effect  of  the 
high  prices  of  the  raw  material  for 
manufactures  to  exaggerate  com- 
mercial pressure,  296,  307 

Mercator  (Lord  Overstone),  letters  of, 
to  the  editor  of  the  Times,  309- 
[357] 

Metallic  Currency — See  Currency 

Milton,  his  definition  of  "  opinion" 
quoted,  42 

Monetary  System,  severe  trials  to  which 
it  must  be  occasionally  subjected, 
69;  the  rule  for  the  management 
of  the  circulation  must  be  one 
which  will  hold  good  under  trials 
of  this  nature,  69;  the  monetary 
systems  of  England  and  the  United 
States  contrasted,  121-125 

Money,  the  creation  of  paper  money,  like 
the  royal  prerogative  of  coining, 
should  be  an  exclusive  privilege 
with  undivided  responsibility,  126; 
definition  of  money,  132,  417 

Monopoly,  common  and  ignorant  cla- 
mour against  the  monopoly  of  the 
Bank  of  England,  125;  in  the 
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management  of  the  currency  the 
principles  of  competition  should  be 
repudiated,  124,  126,  127,  141, 
412 ;  the  institution  of  property 
attacked  by  the  ignorant  as  the 
monopoly  of  the  rich,  125;  in  the 
majority  of  cases  monopolies  are, 
no  doubt,  injurious  to  the  pub- 
lic inte  ests,  126;  the  power  of 
creating  money,  like  the  royal 
prerogative  of  coining,  should  be 
an  exclusive  privilege,  accompanied 
by  undivided  responsibility,  126- 
128;  illustration,  126 


N. 


National  Bank  of  Issue,  expediency  of 
erecting  a  national  bank  t-onsidered, 
233.  2.34 

National  Debt — See  Funds  and  Secu- 
rities 

Norman,  Mr.,  quoted,  65,  84,  103,  122, 
123,  157,  158,  254 


O. 


Opinion.  Milton's  definition  of  opinion 
quoted,  42 ;  progress  of  public 
opinion  on  questions  of  currency, 
44 

Over  stone,  Lord — See  List  of  his  Works, 
Table  of  Contents.  VII. 

Over  Trading — See  Speculation. 


P. 


Paper  Circulation — See  Currency 

Peel,  Sir  Robert,  the  Bill  of  1819,  com- 
monly called  Peel's  Bill,  the  re- 
medy provided  for  an  inconvertible 
paper  money,  137,  428  ;  its  merits, 
435,  436  ;  irs  defects,  138, 139,  428, 
429;  his  Hill  of  1844  eulogized, 
239,  289,  331,  335,  [339]-[342], 
490,491,  504-508,  510,  534,  535, 
539,  545-552,  561,  593-598,  600- 
608,  622  ;  public  gratitude  due  to 
him  for  these  measures,  246  ;  suc- 
cess of  his  free  trade  measures, 
[340]-[343] 

"  Petition  oj  the  Merchants,  Bankers, 
and  Traders  of  London  against  the 
Bank  Charter  Aet,  with  comments 
on  each  Clause,"  287-308 

Political  Events,  at  home  and  abroad, 
among  the  causes  of  fluctuations  in 
prices  and  the  state  of  trade,  167 


Pressure,  the  bank  accounts  published 
partly  to  enable  the  public  to  fore- 
see and  diminish  the  intensity  of 
an  approaching  pressure  on  the 
money  market,  3 ;  pressure  one  of 
the  stages  in  the  constantly  re- 
curring revolutions  of  trade,  31 ; 
pressure  of  1836,  46,  48,  66,  67, 
[348],  [351],  [352];  heavy  pres- 
sure of  1838-1839,  68,93,  [348], 
[351],  [352]  ;  compared  to  that  of 
1819,  68,  69;  table  exhibiting  its 
effects  on  the  circulation  and  bul- 
lion, &c.,  of  the  Bank,  70,  72, 
255  ;  difficult,  in  time  of  commer- 
cial pressure,  for  a  bank  to  reduce 
the  amount  of  its  discounts,  83,  84; 
commercial  pressure  and  distress 
the  necessary  consequences  of  ex- 
citement and  over  trading,  120, 
545;  heavy  pressure  on  the  mone- 
tary systems  of  England  and  the 
United  States,  121-125;  causes  of 
commercial  pressure,  168,  261-263, 
296,  490 ;  true  test  of  monetary 
pressure,  287,  288;  effects  of  a  pres- 
sure prior,  and  subsequent  to,  the 
Bank  Charter  Act,  293,  323-326, 
331,  [346],  [352],  489,  499,  545, 
559-561 ;  how  pressure  may  be 
avoided  or  relieved,  [354],  458, 
459,546-548;  pressure  of,  1847; 
its  peculiar  character,  489,  490, 
570,  607,  620,  631  ;  causes  of  this 
pressure,  490,  566,  567,  570,  590, 
594-598;  pressure  of  1783,  541, 
620  ;  pressure  of  1793,  541,  542, 
.  546,  620;  pressure  of  1825,  [348], 
[351],  [352],  542,  J620;  pressure 
when  necessary  and  advantageous, 
545,  546,  557-559,  573,  574,  621 ; 
pressure  caused  by  war  with  Russia, 
[351], [352] 

Prices,  mode  in  which  prices  are  in- 
fluenced by  the  amount  of  the  cir- 
culating medium,  41,  120,  202-204, 
253,  573 ;  unsteadiness  of  prices 
caused  by  improper  fluctuations  in 
the  amount  of  paper  issues,  115, 116; 
effect  of  this  connection  may  be 
over  estimated,  120,  205,  431,  432  ; 
effect  of  the  French  assignats  on 
the  prices  of  all  commodities,  125  ; 
gold  in  this  country  is  the  scale  to 
which  all  money  prices  are  re- 
ferred, 132  ;  various  causes  of  fluc- 
tuations in  prices  enumerated,  167, 
472,475,573;  different  effec;s  of  a 
sudden  and  a  gradual  fall  of  prices, 
270,  271 ;  effects  of  the  Act  of  1844 
on  them,  332,  573  ;  country  issues 
erroneously  regulated  by  the  rise 
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Prices : 

and  fall  of  prices,  375,  394,  395; 
effect  of  a  contraction  of  circulation 
on  prices,  382,  383,  440,  573  ;  no 
precaution  against  very  great  fluc- 
tuations in  prices  can  be  taken,  and 
any  attempt  at  precaution  would  be 
pernicious,  431 , 440, 575, 583;  under 
a  regulated  currency  all  fluctuations 
in  prices  are  the  operation  of  na- 
tural causes,  432,  433  ;  effect  of  the 
Act  of  1819  upon  them,  433,  435- 
438 

Privileges,  alleged  undue  privileges  of 
the  Bank  of  England,  164,  175 

Profits,  estimate  of  the  profits  of  the 
Bank  of  England,  230  ;  profit  from 
the  issue  of  £14,000,000  of  notes 
secured  to  the  public  by  the  Act 
of  1844,  323 

Property,  the  institution  of,  the  indis- 
pensable accompaniment  of  civili- 
zation, 125;  attacked  by  the  igno- 
rant as  the  "  monopoly  of  the  rich," 
125 

Prosperity,  on  what  national  prosperity 
and  progress  depend,  320 

Provincial  Banks — See  Country  Banks 


R. 


Railways,  spirit  of  speculation  afloat 
during  rail  way  excitement,  289, 304, 
305;  effect  of  the  absorption  in 
railway  speculation  of  the  capital 
previously  applicable  to  the  pro- 
duction of  commodities,  296,  304, 
305,490,  589-591  ;  check  to  undue 
speculation  afforded  by  Act  of 
1844,  327,  331,  332.  591,  592,  594 

Relaxation — See  Bank  Charter  Act 

Revenue,  a  steady  increase  of  revenue, 
irreconcilable  with  great  monetary 
pressure,  288 

"  Reflections  suggested  by  a  perusal  of 
Mi\  J .  Horsley  Palmer's  pamphlet 
on  the  causes  and  consequences  of 
the  pressure  on  the  money  market," 
3-40 

"  Remarks  on  the  management  of  the  cir- 
culation and  on  the  condition  and 
conduct  of  the  Bank  of  England 
and  of  the  country  issuers  during 
the  year  1839,"  43-158 

Reserve — See  Bank  of  England 

Responsibility,  shadowy  and  uncertain 
nature  of  responsibility,  177,  178 

Ricardo,  Mr.,  quoted,  42,  80,  81,  149, 
150,  391 

Ricardo,  Mr.  Sampson,  quoted,  77,  192, 
193 


Seasons,  fluctuations  of,  one  of  the  causes 
of  fluctuations  in  prices  and  the 
state  of  trade,  167;  influence  of  in 
producing  commercial  pressure  of 
1838,  1839,  168 

Scotland,  effect  of  the  country  and 
Scotch  banks  as  banks  of  issue, 
91 ;  banking  admirably  managed 
there,  but  not  the  issues  of  paper 
money,  112,  115,  425,  426;  onus  of 
providing  them  with  gold  falls  on 
the  Bank  of  England,  112;  the 
Scotch  protected  from  the  rivalship 
of  English  issuers,  112,  113;  the 
spirit  of  speculation  is  as  active  in 
the  trading  districts  of  Scotland  as 
in  those  of  England.  114 

Silver— See  Gold  and  Silver 

Securities,  the  amount  of  securities  in 
the  Bank  of  England  has  fluctuated 
largely,  3,  21,  76,  77;  the  Bank  in 
its  character  of  a  bmking  concern 
cannot  keep  the  amount  of  its  secu- 
rities invariable,  21,  198, 428;  tables 
showing  the  amount  of  the  secu- 
rities, &c.,  of  the  Bank  at  different 
times,  21,  70;  the  national  securities 
the  proper  investment  for  the  funds 
which  guarantee  the  solidity  of  a 
paper  money  of  a  country,  177;  an 
increase  of  securities,  when  inde- 
fensible and  when  legitimate,  198, 
493;  two  causes  for  an  increase  of 
securities  stated,  198,  199;  the  ad- 
vances of  the  paper  issues  of  the 
country  should  be  made  on  Go- 
vernment securities,  403 ;  advances 
by  the  Bank  on  securities  during  a 
drain  of  bullion  dangerous,  493, 
621,  622 

Senior,  N.  W.  Esq.,  his  lectures  on 
political  economy  quoted  as  to  the 
depreciation  of  French  assignats, 
125 

Smith,  Rev.  Sidney,  quoted  as  to  the 
embarrassing  effect  of  the  current 
phrases  of  the  day,  125 

Smith,  J.  B..  Esq.  (President  of  Man- 
chester Chamber  of  Commerce), 
two  letters  to  him,  159-234 

Smith,  Adam,  increased  experience  and 
knowledge  in  regard  to  currency 
acquired  since  his  time,  424,  425  ; 
quoted  as  to  convertibility  of  paper 
money,  427,  434 

Specie — See  Bullion 

Speculation,  commercial  pressure  and 
distress  the  necessary  consequences 
of  over  trading,  120,  131,  132,  193, 
197,  577,  589,  598:  difficult  to 
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stem  the  spirit  of  speculation  when 
it  seizes  the  public,  244  ;  spirit  of 
speculation  afloat  during  the  rail- 
way excitement,  289,  304,  305, 
589,  591 ;  early  and  salutary  check 
given  to  it  by  the  operation  of  the 
Act  of  1844,  327,  331,  332,  591, 
592.  594  ;  speculation  facilitated  by 
the  contraction  of  a  large  loan, 
398,  399 

Standard,  money  a  measure  of  value  as 
well  as  a  medium  of  exchange,  132  ; 
the  convertibility  of  paper  essential 
for  preserving  its  character  as  a 
standard  of  value,  132 ;  gold,  in 
this  country,  is  the  measure  of  all 
exchangeable  value,  132 ;  such 
being  the  case,  silver  is  but  a  com- 
modity, 299,  303,  304 ;  precious 
metals  chosen  by  mankind  as  the 
best  standard  of  value,  though  not 
a  perfect  one,  432,  474 


T. 


Tables — See  Accounts 

Taste,  changes  of,  one  of  the  causes  of 
fluctuations  in  prices  and  the  state 
of  trade,  167 

Taxation,  one  of  the  legitimate  modes 
by  which  Government  may  raise 
money,  81 

"  Thoughts  on  the  separation  of  the  de- 
partments of  the  Bank  of  England," 
239-284 

Times,  articles  in  the  Times  on  the  con- 
duct of  the  Hank,  cited,  5  ;  '•'Let- 
ters to  the  editor  of  the  Times  on  the 
Bank  Charter  Act  of  1844,  and  on 
the  state  of  the  currency  in  1855- 
1856,"  309-[357] 

Tooke,  Thomas,  Esq.,  his  history  of 
prices  quoted,  87,  109,  146-148, 
151,  152;  his  evidence  in  1832, 
quoted,  251,  266,  267,  268,  269, 
270,  271,  391,  444,  445,  541  ;  re- 
ferred to,  273,  359 

Torrens,  Col.,  his  letter  regarding  the 
conduct  of  the  Bank  of  England 
cited,  5  ;  his  letter  to  Lord  Mel- 
bourne, 1837,  quoted,  96  ;  referred 
to,  244 

Trade,  history  of  the  "  state  of  trade"  an 
instructive  lesson,  31,  342  ;  revolu- 
tions of  trade  apparently  take  place 
in  an  established  cycle,  31,  132  ; 
different  stages  of  the  revolution,  31 ; 
necessar}7  situation  and  inevitable 
conduct  of  the  banks  during  this 


circular  progress  of  trade,  31,  32  ; 
dangerous  connection  of  the  Bank 
ot  England  with  the  wants  of  trade 
and  the  support  of  credit,  87  ;  ad- 
vantages to  trade  of  the  repeal  of 
the  usury  laws,  88,  140,  405,  583 ; 
various  causes  of  fluctuations  in 
the  state  of  trade  enumerated,  167, 
193,  570,  571,  577,  589;  the 
manager  of  the  circulation  ought 
to  have  no  connection  with  trade  or 
commerce,  177 ;  good  laws  and 
individual  prudence  are  the  proper 
protection  of  trade  and  commerce, 
214;  connection  of  trade  and  the 
foreign  exchanges,  569,  570 — See 
also  Free  Trade 


U. 


Usury,  effects  of  the  partial  repeal  of 
the  usury  laws  to  strengthen  the 
hands  of  the  Bank,  88,  404,  405 ; 
incalculable  advantages  of  this  re- 
peal to  the  commercial  community 
by  securing  the  free  circulation  of 
capital,  88,  140,  405,  579,  585 


V. 


Value,  money  a  measure  of  value  as 
well  as  a  medium  of  exchange, 
132 ;  the  convertibility  of  paper 
essential  to  preserve  its  character 
as  a  standard  of  value,  132  ;  gold 
is  in  this  country  the  means  of  all 
exchangeable  value,  132 


W. 

War,  a  great  destroyer  of  capital,  and 
the  creator  of  new  competitors  for 
it,  313,  316,  317,  [352]  ;  its  effect 
on  interest,  313,  316,  317,  [352] 

Ward,  Mr.,  extracts  from  his  evidence 
before  Committee  of  1832,  58,  59, 
73,  84,  101,  102,  130  ;  eulogy  on 
his  evidence,  59 

Webster,  Mr.,  extract  from  his  speech 
in  the  Senate  on  the  proper  means 
of  remedying  the  evils  of  the 
United  States  currency,  127,  155- 
157,  429,  430 

West  India  Loan,  effect  on  the  money 
market,  of  the  payments  on  ac- 
count of  the  West  India  Loan,  194 
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